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I. Introduction & Guiding Principles

With much conflicting information and sentiment about the US Economy, in particular 
the US Construction Markets where we hold considerable investment interests, and 
since we have been tracking economic indicators and data since 2003, I finally felt 
obligated to our investors, professional clients in our distribution businesses and to the 
respective peers, that it was time for us to share a condensed version of what we track 
and how we predict on what we think will happen into the foreseeable future. 

We do not have a crystal ball, but we have been reasonably accurate in our assessment 
over the last 16 years as to what the state of the construction markets and economy 
are and how things would actually develop. With one correction, where I was far too 
optimistic about the recovery of the housing sector after the 2008 fall out. After 
questioning why, and analyzing a lot of data over time from the US Census Bureau and 
public released economic data by various reputable institutions; talking to industry 
channels that we are invested in, and also to the finance sector, we very strongly 
believe that we have a logical explanation between long and short term trends and 
geopolitical events that have led to where the US construction economy is and where 
we believe it is heading. 

Since this is the first report published for the public, we will need to disclose to the 
reader the guiding principles we have adopted to maintain accuracy and discipline in 
our deliberations. We will only build our case on the final revised data published by the 
US government agencies and respective data sources who track and publish data on the 
US Economy. We will never get excited about the news agencies’ need to report the 
latest and greatest data from Wall Street only to find ourselves a month to a quarter 
later with substantial revisions. To come to our opinion we will mostly look at the data 
the US Government agencies are publishing each month, namely the Federal Reserve 
Bank, the US Census Bureau, the CIA World Fact Book and cross reference it with data 
from the World Bank, the IMF, the Harvard Joint Center for Housing Studies and several 
other economic institutions that have a solid long term track record. We will always use 
inflation adjusted numbers, calculated based on the official inflation data published by 
the US Federal Reserve Bank and the US Census Bureau. It is of importance to note that 
construction cost inflation is long term around 3.3% and US inflation is around 2.2%, 



which means that construction cost increases faster than the basket of goods included 
in the standard inflation numbers published). This is the only way to see the “hidden” 
indicators that things may not be as good or bad as they seem, and new trends have 
already developed before the public sentiment starts catching on to it.  

After closely analyzing economic indicators guided by our principles, it became obvious, 
that by the end of 2006 the US Housing Market was already changing for the worse. Of 
course, one never knows exactly where one stands in time, but while housing permits 
were still being issued like lottery tickets for a swelling Powerball Jackpot, inflation 
adjusted total residential construction spending was already down 14% in 2016 from 
2015. Likewise, we do not think that Building Permit data is a very good indicator, but 
that the Housing Completion data paints a far more actual economic picture. As an 
example, in 2006 there were 742,000 residential building permits issued and by the end 
of 2007 only 547,000 were actually completed. Since there is a time lag in between the 
permit issued until the building is finished, just taking monthly snapshots instead of 
comparing data over time, is not very practical. The same has been happening since 
2017 as there were 1,300,000 residential permits issued but only 975,000 units were 
completed by the end of 2018.   In 2018 & 2019 the same was true with 1,326,000 and 
1,301,000 permits issued respectively and we are on track to see only 890,000 units to 
be completed by the end of this year. This means that residential housing completions 
are down -18% from 2017 and through April 2019 (revised data) -9% from 2018. 



Total construction is being classified by the US Census Bureau into three segments 
which are: residential, non-residential and public. Residential Housing is still the largest 
segment at 39% of the current of $1.298 Trillion total construction spending, followed 
by non-residential at 36% and public at 25%. We will now work through the residential, 
then non-residential and public data and will end on macro-economic considerations 
and geopolitical influences for the US Economy and Housing Market.      

II. Residential Housing Construction Markets

 Since most readers are aware that we were at approx. 2 Million residential permits and 
houses built pre 2007 and that we are currently at 1.3 Million residential permits with 
only 890,000 completed raises the question as to why have we not seen the recovery to 
1.5 Million residential building permits and completions per year which over the long 
term would take care of obsolete housing? The recent (June 2019) Harvard Joint Center 
for Housing Study, estimates that we currently have a shortfall of approx. 260,000 
permits per year not being issued to accommodate for the replacement of obsolete 
housing in the US. After looking at inflation adjusted construction cost and actual 
household income growth, the answer to that question became unfortunately clearer. 
There has been public debate by politicians and economists on this matter - most 
notably from some of our business tycoons like Ray Dalio, Bill Gates, Warren Buffet and 



 

others corroborating our findings that the middle class in the US is being “thinned” out, 
and the poor are becoming poorer with each year that passes. Since we have been 
tracking economic data from 2003 to date, we have found that construction costs grew 
on average 2.9% and household income growth grew on average only 0.36% for the 
same period (inflation adjusted).  

This is a pretty big deal considering that construction cost increases are almost 8 times 
higher compared to household income growth. After the downturn into the drawn-out 
recovery, which Ray Dalio calls “The Lost Decade”, we have seen a clear trend which 
indicates that more and more people have no choice but to purchase smaller houses 
and increasingly chose to rent to make ends meet, which results in even lower square 
footages being built. Multi-family housing permits are today at 479,000, and Single-
Family Housing permits are at 1.3 Million. Back in 2005 multifamily permits were at 
438,000 compared to 2 Million single family permits. The multifamily share went from 
22% to 37% of the total residential construction segment which is an increase of almost 
70%! Everybody needs to live somewhere, and if there is a shortfall between 
Household Income and Construction Cost, families on average in the US are then forced 
to level down into either purchasing smaller square footage residences or rent housing, 
which average square footage is considerably smaller than single-family housing. High 
income earners (above $200,000.00) having the highest Household Income Growth of 
all percentiles, has a compounding effect on the other households, as their net income 



growth adjusted for inflation is in all reality flat. To illustrate this from 1966 – 2016 
Household Incomes between $13,000.00 – $95,000.00 have seen very little real 
increase adjusted for inflation, while household incomes above $200,000.00 have 
increases considerably above inflation year after year. That means 5-10% of US 
households get ahead over time and all others don’t, which is an unfortunate reality. 
So, any person or organization tied to making a living off the residential housing market 
has most certainly been wondering where the long-term average (going back to the 
1950’s) of 1.5 Million Housing Completions have disappeared to? With the ongoing 
disparity between the faster rising Construction Cost compared to Household Income 
Growth, property owners hold onto their homes much longer, which has been keeping 
resale and new construction growth at a slower pace as well. There is a positive caveat 
to this, as remodel spending has gone from $218 Billion in 2003 to $450 Billion in 2018, 
for which rental remodel spending has grown more than 3-fold and gone from  
$31 Billion to $101 Billion in the same period corroborating the ongoing shift in housing 
demographics. We tend to believe that these trends in the residential housing market 
will continue as our society doesn’t seem to have any mechanisms in place to address 
the long-term continuance of income and wealth disparity. We are just stating obvious 
long-term developments and offer no opinion in this observation as these are very 
complex mechanisms and they developed organically during the spectacular and long 
growth of our country’s economy. 

III. Non-Residential/Commercial Construction Markets

Of all three construction sectors, non-residential (commercial) construction is enjoying 
the largest long-term average growth since 2003 - out pacing inflation by almost 2%. In 
fact, total commercial construction spending grew from $218.0 Billion in 2003 to 
$463.4 billion in 2019, while residential construction stayed about the same at $500.0 
Billion, even though it has been trending negative after accounting for inflation since 
2017. Commercial Construction currently breaks out into the following segments: 7% 
Lodging, 15% Office, 17% Commercial like shopping facilities, 8% Health Care, 5% 
Education, 3% Recreation, 4% transportation, 5% Communication, 21% Energy, 15% 
Manufacturing.  The sector is on a trajectory to exceed the residential market in the 
next couple of years in total US Dollars spent. Commercial Construction will be subject 
to economic cycles but will continue to grow as US commerce will need to facilitate 



space growth demand. Adjusted for construction inflation, Commercial Construction 
has been declining since the beginning of 2017 with the YTD decline being the largest at 
-3% and we tend to think that normalized growth will resume after the 2020 election
cycle. American business outside of recessionary cycles is going to continue to grow, as
individuals and organizations in business concern themselves every day with being
profitable and growing their franchises. The overall US Economy is very strong
compared to any other in the world and there are many factors contributing to this:
Our exceptional rule of law providing for ease of doing business and new technologies
and innovation come to market much faster than anywhere in the world (watch Jamie
Dimon’s interview at the Economic Club of New York online). The baseline of our
economy is the single largest in the world with our GDP being at $21+ Trillion. Because
of that we also have the largest domestic market for goods and services. We have the
largest average annual wages per capita (2017, $60,558.00) only topped by
Luxembourg which has a population of only 590,000 and we have 327 Million. China as
an example has an average annual income of only $4,234.00 (2017 data by the National
Bureau of Statistics of China pre-tax income assuming an 8% tax rate).

There are many more comparisons that illustrate the sheer and absolute strength of 
our economy and this is not a complete list we might add. California’s economy is the 
5th largest in the world by itself at nearly $3.0 Trillion (including the US economy in the 
count). And of course, we need to point out how many assets under management are 
held in the US. As of 2017 (last published reliable data) the US had $37.4 Trillion of all 
assets under management in the world which is almost 50% of the entire world’s 
assets, which stood then at $76.7 Trillion (see table on page 9)! 



Looking past political and media driven opinions, one can clearly see that the US 
economy has a singular position in the world, which is not going to change for many, 
many decades to come. It is not practical to assume, or even to be concerned, that any 
other nation or alliance of nations will be able to replicate our economic model not 
even over the next several centuries. Unless we tear ourselves politically apart and 
inflict damages that would take too long to reverse and weaken our global leadership 
position. Our Founding Fathers understood the importance of the leadership position 
of the United States of America long before our modern days came around. John 
Dickinson’s (one of our Founding Fathers) lyrics of “The Liberty Song” which were 
published in the Boston Gazette in July 1768 say it all: 

“Then join hand in hand, brave Americans all, 
By uniting we stand, by dividing we fall; 

In so righteous a cause let us hope to succeed, 
For heaven approves of each generous deed.” 



IV. Public Construction Markets

Public Construction has grown from $215.1 Billion in 2003 to $328.7 Billion in 2019.  It 
splits up into the following segments: Highway and public road construction (25% of 
total public construction cost), education, administration, military, health care, parks, 
power, water supply, waste and conservatory, etc. Public construction is the only sector 
that has maintained its own in recent years, and is the only one sector growing at 4% 
for 2019 and that is remarkable since construction inflation jumped to 5.9% YTD mostly 
due to material price increases and additionally imposed tariffs during 2018 & 2019 
which negatively affected costs of building materials. Approx. $130.0 Billion are spent 
for occupied structures. As the US population grows at 0.7% per year (approx. 2.3 
Million people), plus as US commerce continues to grow as discussed in the previous 
paragraph, the US government has to keep up with Americas population growth 
respectively. Hence, the government construction spending segment is less likely to be 
subject to economic fluctuations but will continue to grow at slow but steady pace. The 
Federal Government accounts for approx. 7% of the yearly spending and State and 
Local Governments account for 93%.  

V. Macro Considerations and Outlook past 2020

 We derive our Economic Macro Trends and Geopolitical Assumptions based on the 
data we study day-to-day. After the colossal failure of Congress’ and the corresponding  
administration’s well-meaning plan in the 90’s that everybody is entitled to own their 
home, and the loose monetary policy in the early 2000’s of the Federal Reserve, led 
both to the US real estate asset bubble and subsequent burst in 2008, which negatively 
affected the economies of the entire world. We are of the strong opinion that if the Fed 
would have allowed for a mild recession right after the dot-com boom in the early 
2000’s, housing markets would have self-corrected and moderated, and the 
subsequent housing crash would have never been so severe. The 10-year recovery, and 
overall growth of the economy started to cool off at the beginning of 2017, which is a 
normal process of economic cycles with the construction sector seemingly affected the 
most. The Federal Reserve Bank has about 250 basis points to work with for QE 
(Quantitative Easing) and we think that with our current Fed Chair and leadership it will 



be done appropriately to cushion the effect for the overall slow-down of the economy, 
including the housing sector. Political pressures including elevated tariffs will continue 
to maintain unease and drive costs higher for goods and materials that already are 
offsetting some of the benefits of the US tax law, which went into effect on Jan 1st, 
2018. Geopolitical uncertainties remain, including the tensions around tariffs, political 
tensions in the Middle East, former allies pitching against each other for better 
domestic and global positioning, new forming political alliances and never-ending 
terrorist threats against the Western Way of Life. These and the build up to the 2020 
US elections have created a more volatile environment coinciding with the timing that 
the US Economy and Housing market reached a top in their recent up-cycle. Since the 
beginning of 2018 Equity Markets (all major Indices) have already acknowledged the 
current economic reality and have see-sawed sideways slightly up since then. In fact, 
the recent stellar performance of all the major US Stock Indices have been pushed to 
their all-time highs by less than 100 public traded companies and all the other public 
traded companies are already pricing in some of the reality of a cooling off economy. 
10-Year Treasury Yields have consistently declined since October 2018 indicating an
economic slowdown. And finally, gold prices are reflecting the economic sentiment and
have risen from $ 1,270.00 in May to $1,415.00 at the time of writing this article. Rising
gold prices are always an indication of developing economic uncertainties due to many
factors. With equities trading at all-time highs, gold trading the highest since 2014 and
treasury yields declining, indicates to us, that the stock market may be on the onset of
a correction, if there is the slightest indication of a slow-down US economic growth.
Many large private investment groups have started to increase their cash percentages
and have reduced both equity and real estate exposure over the last 6 months.
Everybody wants to be invested if things continue to go up the way they have, but
institutional investors are increasingly getting more cautious. The baseline of the US
economy is strong enough to weather a potential recession in the making. However, we
do expect that the current trading (business) environment is here to stay. It will take
time for the economy to adjust to all the various factors. Therefore we expect
downward pressure on construction spending in both residential and commercial
construction to continue as we do not see any fundamentals changing yet in their favor
and tend to believe will remain past the 2020 election cycle. A natural slowdown of
economic growth, increased inflation, geopolitical events and uncertainties, are too



many factors for the economy to simply just absorb. We are prepared that equity 
valuations will eventually start to price in the reality and are well positioned to reap the 
windfall, should our concerns materialize. Likewise, we have taken appropriate 
measures in the businesses we own, which have high exposure to construction 
markets, and other durable goods where we have seen the same patterns developing. I 
sincerely hope that by the end of 2020 I can look back and was (will be) able to adjust 
our assumptions more favorably. We will be publishing a new report most likely in the 
next 4 -5 months and will spend time to drill down into actual square footages built for 
occupied space. In the meantime, we wish You a prosperous 2019! 

Disclaimer: Tego Systems, Corvesco and ST8OF are Trademarks of Corvesco Co., Ltd. No portion of this article
shall be either in part or in its entirety be published or used for commercial purposes without the written 
consent of Corvesco Co., Ltd.




