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EXECUTIVE SUMMARY

From February 7 to 15, 1989, a seminar on How to Sell to the US Government was held in
ten major cities across Canada, attracting over 695 participants. The organizers, External Affairs and
International Trade Canada and the Canadian Exporters’ Association, undertook to inform Canadian
exporters on the procedures involved when considering the US government procurement market. The

Free Trade Agreement iiberalized this market and created more opportunities for Canadian exporters.

To follow-up on the seminar, a telemarketing survey was conducted in October 1989 to determine
whether the participants were actively pursuing this market and if any further assistance was in fact
needed.

The survey found that the seminars were useful to the participants, who found the information
very valuable. Many became more Interested in that market as a result of attending the seminar.

Among the potential exporters, the Interest in the US government procurement market was as high as

72%. However, only a small group had actuaily initiated the process of getting into this market.

<

Some exporters are concerned with trading obstacles that affect their competitive position in
the US government procurement market. Preferential purchasing practices, cumbersome administrative
procedures and delays in obtaining GSA registration were noted s the main obstacles. Generally,
exporters are aware of and have called upon the Canadian Embassy in Washington and the US Trade

Division In Ottawa for more Information and assistance in overcoming some of the obstacles.




The survey found that, among the group of potential exporters, large companies are usually
already selling to the US government, medium companies are significantly advanced In entering this
market, while small companies have acknowledged interest but are prevented to do so due to constraints
on time and resources. Therefore, the need for future assistance is different for these three groups.
It is recommended to repeat the original seminar for small companies, offer information on GSA and
bidding procedures for medium companies and, finally to provide individual assistance to large companies

in terms of names of contacts and agencies potentially interested In their products.

In summary, given the vaiue and importance of the US government procurement market to the
domestic economy, it is felt that the Canadian government shoulé continue to provide the education and

assistance required by Canadian exporters.



1. INTRODUCTION

As a result of the Free Trade Agreement, selling to the US federal government civilian market
has become more attractive to Canadian exporters. Prior to the Agreement, US federal legislation
provided that all government contracts valued at $171,000 or less be reserved for small, American
companies. This threshold has since been reduced to $25,000 with the result that a market of $3 billion

has been opened up to Canadian exporters.

At the request of the Department of External Affairs and International Trade Canada, the
Canadian Exporters’ Association undertook to inform Canadian companies of the procedures involved
In obtaining US government procurement contracts. Half-day seminars entitled Selling to the US
Govemment were held in ten major cities across Canada from February 3 to 17, 1989, attracting 695
participants.

Because the seminars represented solely an introduction phase, a telemarketing survey was
commissioned to determine whether further assistance was required, or indeed desired. The survey
provided useful information on the interest of the seminar participants to pursue the US government

procurement market and the obstacles they face.
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2.2

2. TELEMARKETNG SURVEY

Objectives
The objectives of the telemarketing survey which was conducted between October 25
and November 17, 1989, were to:
1. Determine whether the seminar was useful;
2. Identify the level of interest of seminar participahts in pursuing US government
procurement contracts;
3. Identify gbstacles to accessing the US government procurement contracts;
4. Determine what follow-up action is required.

Potential Exporters

Of the 695 who participated in the seminar, telephone contact was made with 621, but
57 responded to the survey although they had not attended the seminar. In order to analyze
the Impact of the seminar and identify potential exporters, the total number of participants was
adjusted by excluding those who are out of business, non exporters and those who were explicit,
during the interview, that their marketing objectives did not include the US procurement market.
Non exporters who attended the seminar were from academic institutions, provincial and federal
govemments and, Canadian and American legal firns. Also included were Canadian companies
whose American sales are handled exclusively from their US operations. Therefore, there are
466 potential exporters for the US government procurement market.

POTENTIAL EXPORTERS

Total participants 695
Out-of-business (16)
Non exporters (92)
Pursuing other markets (121)

TOTAL 466



3.1

3. RESULTS OF THE SURVEY
Export Status
QUESTION 1
At the time you attended the US Procurement seminar, were you:
Per cent Companies
20 111 Already selling to a US government agency

(experienced exporters)

47 265 Selling in the US, but not to a US government
(exporter)
33 182 Not exporting to the US at all (novice)
Total 100 558

The survey found that 67 per cent of participants are already established in the US

- market. Of this group, 20 per cent are selling to the government while 47 per cent are seliing

In the commerciai market. A small proportion of the participants, 5 per cent, are selling to bbth
markets, govemment and commercial. The remaining 33 per cent are not exporting to the US
at all. The extent of the involvement of the participants in exporting to the US market is useful

in understanding the type of further assistance that is required.




3.2 Was the seminar useful?

‘ QUESTION 2

Was the seminar useful in helping you determine if your firm will pursue selling to the
U.S. Government?

Per cent Companies v

78 301 YES
TOTAL 100 386

The survey has shown that 78 per cent of participants found the seminar useful.

The quantity and quality of the information met their expectation. All presentations were

_ considered relevant and the speakers were perceived as experts in their fields. However, for
every three participants who said they found value in the seminar, one participant said he did

not.

‘ A major complaint from the 20 per cent of those already exporting to the US government
pertained to the general nature of the information or to the lack of sector-specific information.
These participants woulkd have preterred in-depih information on, for example, General Services
Administration (GSA), the structure and function of specific purchasing agencies, border
implications, US regulations respecting industry sectors and the impact of Free Trade. In
addition, the exporters expressed a need for assistance in dealing with financial issues, especially

with respect to financing US government receivables.

Another complaint concemed the organization of the seminar. Some participants felt that
the presentations were oo negative" and, as a result, they became disinterested in that market.
They also felt that it was addressed primarily to large companies rather than small companies
and that it was geared towards manufacturers and not to those in the business of exporting

services. Finally, some 20 companies thought there should have been a distinction made



between experienced and novice exporters.

it is worth noting that there was not a single complaint regarding the administration of
the seminar: everything was to the participants' satisfaction. In summary, the format and, to a

large extent, the content were commended.

3.3 How "successful” was the seminar?
. QUESTION 3

Has your interest in pursuing this market increased or decreased as a result of

attending the seminar?

Per cent Companies

37 153 INCREASED

31 126 DECREASED

32 130 NO CHANGE
TOTAL 100 409

QUESTION 4

if your interest has increased, have you subsequently undertaken any follow-up .activity

to seli to the US government?

Per cent Companies
33 73 YES
67 C 145 NO
TOTAL 100 218

The objective of the seminar was to entice Canadian companies to consider the US
government procurement market. The success of the seminar was directly proportional to how

well this objective was achieved.




The seminar was relevant to participants who, before attending the seminar, had decided
to consider entering the US government market. As this is a major decision for companies,
involving reallocation of resources, the seminar, could not on its own cause companies to go
ahead if entering the US government procurement market were not aiready an integral part of
their corporate strategy. That is why the measure of success relates only to potential exporters

instead of total partlcipants.

Two factors were considered in evaluating the success of the seminar: whether there
had been any change In the participant's interest; and, whether any measures had been taken
to begin the process of entering that market. The survey revealed that as a result of the
seminar, the participants are more aware of the potential of the US government procurement
market. In fact, the largest proportion of respondents, 37 per cent, stated that their interest had
increased. However, another substantial number of participants, 31 per cent, admitted a
decrease in their interest level. These participants appeared overwhelmed by the complexity of
the process. The remaining respondents, 32 per cent, stated that their Interest level had
remained constant. This group of participants was already selling to the US government, and

was therefore already aware of the business opportunities.

It can therefore be stated that the seminar was successful in increasing awareness
and generating interest in entering the US government procurement market. if we combine
the group of participants whose interest increased and the group whose interest stayed
the same, we note that of the potential exporters, 283 or 69 per cent have declared an

interest in the US government procurement market.

Yet the level of commitment in terms of subsequent action is not as high as the level
of interest. Of the companies who showed an interest, only 73 took the initial steps required
to begin selling to the US govemment. However, those who had done nothing reported that

their failure was due mainly to a lack of time and resources. These were most often small



companies concemed with premature expansion and overextending their resources. ‘

Because the question of follow-up activity was specifically put to participants who had
an Interest In the US govemment procurement market, the follow-up activities that were reported
can be considered to be, to a large extent, a direct result of information presented at the

seminar.

In addition, 16 companies have actually received their GSA registration and made sales

to the US govemment since the seminar (see Appendix A).

QUESTION 5
What follow-up actlon have you taken?

Per cent Companies

18 27 Canadian Embassy in Washington
8 12 Trade Commissioners elsewhere in the US
14 21 US Trade Division of Extemal Affairs
4 7 US speakers from the seminar
14 21 Spoken directly with General Services Administration (GSA.)
7 10 Have visited persons at the GSA *
7 10 Have attended trade shows for government buyers
4 7 Have attended missions to US buying agencies
24 37 Other
100 152 TOTAL

The next question (5) conceming what contacts were made as part of the follow-up provided
valuable insights on where Canadian companies seek assistance during the process of leaming how to
sell to the US government procurement market. The highest proportion of companies approached GSA

officials. Some companies contacted the Canadian Embassy in Washington to obtain information.




Another sizable group was in touch with the US Trade Division of External Affairs in Ottawa.
Because the Embassy, GSA and the US Trade Division were well represented at the seminar, it is
reasonable to assume that the potential exporters learned about these valuable sources of information

through the seminar.

3.4 Obstacles and further assistance
QUESTION 6

What are the obstacles that you are facing when dealing with the U.S. government?
Per cent Companies  Internal Obstacles (company) '
7 52 Price competition is too great
Financing:
7 51 Expansion
6 43 Working Capital
5 41 Marketing
16 121 Already too busy with Canadian or other export market oportunities
4 32 Other
External Obstacles
7' 53 Not sure of market opportunities for my product
6 45 Don't know names of buyers, location of buyers in GSA and other federal
government agencies
12 93 Bid procedures of GSA and other federal government agencies are too complex
9 62 Lack of GSA acceptance of Canadian products
13 96 Buy American or Small Business restrictions exist for my product
2 13 ' Lack of distribution channels
-] 45 Other
100 747

10



The apparent complexity of the US government procurement process is daunting to

Canadian exporters. Some of the specific concerns reported were the numerous steps invoived

in the process and the administrative work.

Protectlonism was also perceived as a major obstacie. Because the US has
traditionaily had a closed economy, entering the US market is chailenging to exporters. They
must deai with the American nationaiist view that is resistant to the entry of foreign products.
However, while protectionism was reported as an obstacle, there is a group of exporters who
acknowiedges that protectionism is disappearing and more often market forces are superseding

nationalist biases.

Lack of GSA registration prevented other exporters from penetrating the US

govemment procurement market.

ESTION 7
What advice or assistance would you be Iinterested in receiving which would heip you

overcome those obstacles or meet the challenges of selling to the US Govemment?
Per cent Companies .

15 97 Workshop on obtaining GSA acceptance to be a qualified supplier

1.3 84 Workshop in preparing and compieting U.S. govemment bld documents

18 112 Names of agencies and contacts that buy your products

15 95  Meet Incoming U.S. government buyers in Canada

13 79 Participate in Canadian government sponsored trade shows to sell to the U.S.
Govemnment

13 79  Visit U.S. government procurement agencles in the States to market your
products

13 82 Any Assistance

100 628 TOTAL

11




All participants were asked what type of assistance they would need to help them reach
thelr exporting goals. Before looking at the results from that question (7), it should be noted that
the respondents who were already involved in the process gave more than one answer, while
others could not answer because it was premature. Although assistance in the form of names
of agencies and contacts was slightly more in demand than other forms of assistance, the results

of this question show that there was an even distribution of the interest in all forms of assistance.

For future reference and follow-up action, companies who have expressed interest in

the workshops are noted in Appendix B.

12



4. RECOMMENDATIONS - ACTION PLAN

The telemarketing survey found that Canadian exporters are interested in entering the
US government procurement market. Although some Canadian exporters are already selling
to the US government, many exporters are still looking at the possibility of entering that market.
Given the importance of this potential market to the Canadian economy, the Canadian
government should assume a leadership role and assist Canadian exporters in becoming export
ready, in getting GSA registration and in gaining access to US government purchasing officials.
As well, the Canadian government should take action to promote the sale of Canadian products

to the. US government, thereby ensuring that Canadian companies are negotiating on a level

playing field.

From the results of the question one on the extent of participant’s involvement in
exporting to the US market, there is sufficient information to segment the potential exporters
Into three target groups; novices, exporters and experienced exporters. Typically, the "novices”
are not yet exporting to the US, have not taken any action yet inspite of their Interest and are
limited by internal constraints in terms of time and available resources. For the novices, it is
preferable to repeat the original seminar to consolidate their interest. The "exporters® are selfiing
to the US commercial market but not to the government. They have undertaken steps on their
own, contacting the Canadian Embassy, the US Trade Division or GSA. In some cases, they
have received GSA registration but more than likely they do not have It yet. An appropriate .

I
workshop for the exporters would focus on GSA registration and ail other aspects related_to

bidding procedures. Finally, the "experienced exporters” are aiready selling to the US
’—--/—‘-—\
govemnment and they intend to expand their marketshare. Their needs are very specific;

focussing almost entirely on marketing and identifying potential ciients.

There is generally a comrelation between the size of a company and the extent of its
experience in the US market. The novice's company is often small, the exporter's, medium

and the experienced exporter's, large.

13




ACTION PLAN

1. LETTER

Send letter from the Department to give potential exporters (a) a list of sources of

information for seliing to the US government, (b) resuits of the telemarketing survey

and, (c) information respecting future workshops.

2.  WORKSHOPS

TARGET
GROUP Suggested Seminars/workshops
Novice Selling to the US government
- manufacturing vs services
- financial information
Exporter GSA registration
- bidding prqcedures
- purchasing agencies
v . CCC

3. TRADE MISSIONS - Sector-specific

Provide individual assistance to experlenced exporters by issuing invitations to

participate at government-sponsored trade shows and by providing the opportunity to

meet with US government officials.

14



5. CONCLUSION

The seminar generated interest and increased the awareness of potential Canadian
exporters in the US government procurement market. Some companies are actively pursuing
that market; some are doing so as a direct result of the seminar. Others do not yet have the

resources to do so.

Because this is a relatively new area for Canadian exporters, there is a definite need
for more education, and assistance in accessing the market. Large companies are usualiy
able to access this market on their own but could benefit from more marketing assistance and
promotion of their products. Smaller to medium-sized companies require assistance at all levels

of the process, inciuding GSA registration, financing, and bidding procedures.
it is essential that the government provide a ieadership role in encouraging Canadian

. companies to register and bid on projects and subsequently to ensure that Canadian firms are

indeed being given equal treatment in a normal competitive bidding process.

15




APPENDIX A

Successful Companies




SUCCESSFUL COMPANIES

A Schedule listing for m
Custom Steel Products
Waestnofa of Canada
STD Khnitting Company
Caristrap International
Pro Label Co. Limited

Forest Tech System

Lansing Canada
Am negotiating a sale of my products

Calmos Semiconductor
C & C Custom Sleds
Fromage John
Novopharm

Pro Labei Co. Limited
Stock Werkspoor
Forest Tech System
Sky-Hi Scafold '
Mapie Lodge Farms

Made a sale ot my products
C & C Custom Sieds
Mid-North Safe

Lansing Canada




APPENDIX B
Workshops




WORKSHOPS
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Calmos Semiconductor
\/Boeing of Canada
v B.D.G.
w/Atomic Energy of Canada
Amtech
\/Bristol Aerospace
vBarc¢lay’s Bank
YHalifax Dartmouth
Connors Bros
JAgrlaTec
Aeorotech
VNS Dept of Ind. Trde and C
Lefar Health Assoc. Ltd.
East Can Group
DPA Group
¥ Maritime Tel and Tel
Custom Steel Products
Atlantic Fabricators
Island Control
/Sparroco
ept of Deve. and Tourism
Damon Electronics
VAcklands
Alberni Engineering
radford Enercon
jgrOCton Elettronics
‘Cardinal Communications
VMestnofa of Canada
Std Knitting Co.
Topek Productions
Mercury Graphics Corp
JPlaws Poultry
v Signal Ind.
Southern Paragon Graph
\jUniversity of Saskatchewan

Western Econ. Diversification

v MacMilliam Bathurst
VAgra Ind. Inc.
vDMR Group
JMacDonald Dettwiler

GSA Acceptance

Bid Document
Purchasing Agents

Incoming U.S. Buyers

Canadian Trade Shows

Visit U.S. Procurement Agencies
Assistance
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VHST Info Systems
Q JDendron Res. Surveys Ltd.
C&C Custom Sleds Ltd
CDN Organic
Producers Marketing
Jﬁpar Aerospace :
Tyrell Press
J%exagon‘Comp Systems
Brekar Ind.
International Road Dynamics
M.C. Graphics
Footit-Mitchell _
Dynamic Closures Ltd.
VNewfield Seeds
JMcDermid Lamarch
Southam Paragon Graphics
Mercury Graphics Cordp
o/ Topec. Productions
Signal Indust.
Sportive Sports
/Western Econ.
v/Calgary Econ. Devell Auth.
JADE Consultants
\lberta Subsea Scan
JQQZSGO Alta
JCemtech Ltd.
vLumonics
O VDoerksen, ,
vControlled Environments
vAgency Press
North Ocean Enterprises
jﬁeedham Gate Productions
Jgeneral Composite Tech
Gorman Controls
VG, Pelley Ltd.
Quick Start Learning Centre
Cdn Heritage Goldsmiths
JVBuy Sask. Agency
vFarmers Alfalfa Products Ltd.
Guertin Bros
Jeell Pack Aeropace
VCan Commercial Corp
Va.E.C.L.
vRegal Bedding
vQuorum Funding
VIMG Reliance
JSPS Consulting
Ottawa Brass
VFirst Line Group
JDimatec Inc.
Std Aero Ltd,
~Shur Lift Ind.

Jprecision Metal
Mid Can Equip.
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i%;aus Industries
emtec Ltd,
DSS
pesigns Bink
Glassco Ltd. 7
North Atlantic Packaging Ltd.
Stephodox
Heenan Blaike
Vind. Science and Tech Canada
DICA Electronics
JM Townsend Trade Cons
vintercity Papers
Dollco Print
Aph Plus Can.
i;arte,Inter
vCarshaw )
VGowling and Henderson
JGardener Kiruy ’8 Assoc.
JIlinktek Corp
JGiffels Assoc,
ECS Group of Co’s
Duntech Inc.
Cancade Co.
¥Cdn. Maritime Ind. Assoc.
Civic Brush
dn. Tool and Die Co.
Jacques ' Whitford
Compengserv
Cdn Astronautics
Can-Sol Ent
JCdn Gen. Tower
JHuges & Assoc.
GPT Canada

Compentency Drawing
J/Business Counc¢il of B.C.
JAlberni Eng

SS
ept of Industry
Maritime Deterg.

and Reg. Info

Vpomtar

Y¥Tibbetts Paints
vComm & Tech
Atlantic Comp. Air
Polmer Corp
dn Sportswear
Canada Wire
ristol RAero
Sunrise Ind
Sable Fish Packers
1‘/Rr:un’s»."-.-n, Engineering
Maritime Elevator
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Viake City & Anchor Ind.
vMarivac Ltd.
Haffey Ind
Guideline Inst
W/ Systems Network
Hawkesbury Tool
:ﬁ.J.M, Man.
/Kingsway Tra
vPendleton
Yeoman’s Net Working
L&R. Manuf,
Polymat
KT Ind.
Gudex
Burns Meats
LePan, McCarthy, Jutkowite
Beta Monitors
Arvin Special Machinery
Anpal Pallets
Vitlantic Fish Specialties
" Coronet/Fahlke Printers
vCdn Force Structures
vCarte Int.
JAikens, Macaulay
JML Shirt .
Ronalds Printing
Pantalons Federal
Lainage Victor
Linear Systems
JMIL Systems
VO Driscoll Raymond
Crondall Engin
vDrie ISTC

\/Bast Ocean Prod.

vRegal Bedding
Nolan Davis & Ass.
5§ask. Res. Council
/Golden Hat Resources
vHI-Qual Manuf,
ayers Ltd.
Hoffman Meats
¥N.G.L. Consult.
VNorthern Paint
.Cdn Bronze Co.
vDermacon Ott. Inc.
Ind. S¢ & Tech
Equipements Vibrotech
ACE Asphalts & Maint, Ltd.

raitement Sous Pression L.D.

Raymond, Chabot,
Martin & Assoc.
Shed Manuf,
vBank of N.S.
JAss. Exp. Cdn Book
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vGalvacor Inc.

/JH.P. Gilbert & Fils
Vincent Leung Chart. Acct.
Perry Market
Plancadd Ing.

‘McVean Advert

/MacCoshman Van Lines Ltd.

vM.J. Int Imports

JLaden Ind.

/Childspace.

vIndustrial Line Contractors
Doane Raymond

vJ.P. Cashioin & Assoc.
Lazy K. Products

vGuardian Engin. Systems
JIC Structures

v/ GC McCaffrey & Assoc.

vFerguson, Simek, Clark

vEncor Energy Corp Inc.

v Drummond Transport
DKW Systems
Costa Plastics
Calgary Millwork
Atlantic Fisheries
Seastar Instsruments

v Alumicor Ltd.

Granny’s Poultry

v Life Protection

vSprung Instant

«CGT Group
“Sani Metal

+vUnited Marine Electroncis
v Lab. Orleans

EMCON ,

«Sask. Chamber of Comm

vMilDave Inc.

Multi-Tel

vProcess Piping

vRoyal Trade

XL Food system

vW3SH Laboratories

~Pulse Engineering

Mona Food Enl.

v’ Sandborn Roofs

RIS

«Ciment Quebec

vHeli Fab

vMid North Safe
‘Bois Jacques
Fonderies B. Ste; Crolx

V'Sask Ass of Rehab

vLavalin Formation

vCasteel Inc.
Cdn Buttons
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APPENDIX C

Quastionnaire




TELEMARKETING - QUESTIONNAIRE

COMPANY NAME:

ADDRESS:

TELEPHONE:!

CONTACT: POSITION_.

'YEAR CO. ESTABLISHED:

NUMBER OF EMPLOYEES: {0-10)___ (11-18)___  (26-50)___
(51-100)___ (100 »)___
BUSINESS TYPE: MANUFACTURER:

SERVICE FIRM:




Telemarketing Questionnaire

At the time you attended the U.S. Procurement Seminar, were you:
a) Already selling in the U.S., to a U.S. govemment agency?
b) Selling in the U.S., but not to a US government agency?
c) Not exporting to the U.S. at all?

Was the Seminar useful in helping you to determine if your firm wlll pursue selling to the
U.S. Govemment? Yes ___ No ___

Has your Interest in pursuing this market increased or decreased as a result of attending the
seminar? Yes__ No ___

If your interest increased, have you subsequently undertaken any follow up activity to sell to
the US Government? Yes ___ No ___

If yes, what follow up action have you taken?

Canadian Embassy Washington

Trade commissioners elsewhere in the U.S.

U.S. Trade Division of External Affairs

U.S. speakers from the seminar

Spoken directly with General Services Administration (GSA)
___ Have visited persons at the GSA

— Have- attended trade shows for govemment buyers

— Have attended missions to U.S. buying agencies

— Other (specify)

What resulted from this follow-up?

Obtained GSA Schedule listing for my products
Am negotiating a sale of my products
Made a sale of my products

If no follow-up action was taken, could you tell us why not?




What are the obstacles that you are facing when dealing with the U.S. government? .
Internal_obstacles (company) .

Price competition is too great

Financing: Expansion___  Working Capital__  Marketing __

Already too busy with Canadian or other export market opportunities

Other |

External Obstacles
Not sure of market opportunities for my product (yes/no)

Don't know names of buyers, location of buyers in GSA
and other federal government agencles (yes/no)

Bid procedures of GSA and other federal government agencies
are toco complex (yes/no)

Lack of GSA acceptance of Canadian products (yes/no)

Buy American or Small Business restrictions exist
for my product (yes/no)

Lack of distribution channels (yes/no)

Other,

What advice or assistance wouid you be interested in receiving which would help you
overcome those obstacles or meet the challenges of selling to the US Govermment?

a) Workshop on obtaining GSA acceptance to be a
qualifled supplier (yes/no)

b) Workshop In preparing and completing US government
bid documents (yes/no)

c) Names of agencies and contacts that buy
your products (yes/no)

d) Mest incoming US govemnment buyers in Canada (yes/no)

9). Participate in Canadian.government sponsored trade shows
to seil to the US Government (yes/no)

f) Visit US government procurement agerncies in the States
to market your products (yes/no)-
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o Penetrating the United States
Construction Market

- Executive Summary



EXECUTIVE SUMMARY

Introduction

The American construction market is the largest in the world and offers a wide range of exciting
opportunities to Canadian i i y, the American economy represents nine
"Canada’s"; five of the'nine geographic division§ described in the text have populations greater-
than Canada’s, while the other four each exceed one-half of Canada's population. There are 41
American metropolitan areas with population exceeding one million, compared to three in Canada.
Construction expenditures in California alone are approximately equal to those in Canada.

Some of the world's largest construction firms have entered the American market during the past
decade, as activity in developing nations and the Middle East nations slowed. Cur information
suggests that the American market allows for a higher profitability than the Canadian market,
particularly when compared with the tight Toronto and Montreal markets. ‘More promising still is
the fact that the American market is relatively open to foreign competition and the trend is toward
increased foreign penetration of the market. However, Canadian firms should be aware that, while
individual projects and the market in general may allow higher profitability, information obtained
from the U.S. Deparunent of Commerce suggests that foreign construction companies to date are
suffering losses on their U.S. activities! and that it may take a few more years for the investments
of these firms to start paying off.

The recently-enacted Canada-U.S. Trade Agreement is expected to enhance Canadian exports of
construction services and materials by reducing border-crossing delays through eased access to
temporary work permits, by focusing future government negotiating efforts on procurement
matters, and by securing capital investments against adhoc protectionism. However, the impact
upon construction exports into the United States, while positive, is not expected to be dramatic,
and it will be less than the impact upon domestic construction activity. As expressed in a U.S.
analysis of the pact, "the impact on the U.S. construction industry will be minimal because there
are very few existing barriers and the Canadian contractors able to compete in the U.S. are
probably already doing business here”. This view, however, does not encompass the fact that
relatively few Canadian contractors seriously attempted to enter the American market prior to the
trade agreement.

The Department of Commerce's 1987 Survey of Current Business shows the Net Income position of Fareign Direct .
Investment Construction Firms as being a loss of $US 27 million in 1981, a loss of SUS 44 million in 1982, a

profit of SUS 13 million in 1983, a loss of $US 65 million in 1984, and a loss of SUS 133 million in 1985. This

may be influenced by what a Commerce Department Officer described as "a Japanese philosophy that the cost of

entering a market is to lose money for ten years”.



Given the large size of the American market, the increased global competition in the construction
industry, the coming into force of the trade agreement, and the minimal efforts undertaken to date,
the federal trade department together with Emst & Young Management Consultants (formerly
Woods Gordon) and the Canadian Construction Association felt that a review of the American
market, widely distributed to Canadian construction organizations, would be of long-term benefit
to the Canadian industry.

Structure and Characteristics of the U.S. Market

The economy in which the American construction market operates is not unlike our own. Both
economies have enjoyed strong growth since 1982. Canadian interest rates generally exceed but
follow the swings in American rates, because of the large volumes of dollars which readily cross
the border, and because of the potential impact of changes in the interest rate differendal upon the
value of the Canadian currency. The economies have similar per capita incomes, with about a ten
percent margin in favour of the United States. Each nation is experiencing similar demographic
and economic changes, such as the aging population, a movement toward service employment and
away from industrial activity, a requirement for improved training, and an adjustroent to rapid
technological evolution and liberalized trade. Economic growth is not uniform across either nation;
for example, Canadian growth has been highest in Ontario and lowest in the Atantic provinces,

whileAmericaneconomicgmvidahasbenhighestinNewEngland(unﬁlmcenﬂy)andlomtin '

Texas.

Reflecting these similarities in the underlying economic forces, the structure of the Canadian and
American construction industries also exhibit similarities. Spending on new construction in both
countries is divided roughly one-half residential, one-third private nonresidential, and one-fifth
public nonresidential. On a per capita beasis, the number of firms in the two countries are about
equal; there are approximately ten times as many construction firms in the U.S. as in Canada, and
ten times as many "large” (over $US 10 million in annual sales) firms . Firms of this size account
for about 35 percent of industry revenues in each country. However, the "large™ American firms
are considerably bigger than "large” Canadian companies, and have historically been much more
active internationally. Construction wages are also comparable between the two countries,
averaging $US 496 weekly in the United States versus $US 485 in Canada in 1989.

During recent years, American construction firms have been losing market share internationally, as
well as in their own market. The value of international contracts won by those American
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contractors which are ranked amongst the world's largest 250 firms decreased from $US 44 billion
to $US 23 billion during the 1981 to 1986 period. Furthermore, in the American market, foreign
firms have increased their contracts from $US 3.6 to $US 8.9 billion during the five-year period
preceding 1987. The bulk (70 percent) of the foreign penetration in the American market has
resulted from acquisition of existing American firms, with the remainder stemming from the
establishing of new branch offices. German, Japanese, French, and British firms are the most
prominent international players in the United States, although Canadian firms have also enjoyed
some success. The trend in both the American and offshore markets, then, appears to be one of
increased globalization.

Construction unionization in the U.S. has declined significantly during recent decades from 50
percent unionization in 1966 to a current level of around 25 percent. This is lower than Canadian
levels, although, as discussed in Section Five, unionization still plays a considerable role in cities
such as New York, Boston, Philadelphia and San Francisco.

The issue of insurance and liability is more prevalent in the United States than in Canada - Section
Six provides further information on this subject, as well as on matters of taxation. Tax reforms
introduced in 1986 have served to decrease construction activity, particularly that which was based
to a high degree on tax-related considerations. The negative aspects of these changes are expected
to be absorbed by the early 1990's, while the stimulative aspects will increase steadily.

Growth and Outlook by Segment

There are a number of factors affecting the pace of U.S. construction activity. Some are of a local
nature, such as California or Florida implementing restrictions or development guidelines upon
Cmainscgmcmsorinoetmincitiw. Others are of a more general nature and include:

* federal budgetary concemns slomng the pace of needed infrastructure spending;

° improved east-west relations, and the potential for reduced military spending and increased
infrastructure spending;

* trade deficits contributing to excess plant capacity and therefore limiting industrial

construction expenditures;

tax changes slowing the pace of office and condominium construction;

the aging of facilities and the requirement for renovation, repair and remodeling expendinures;

technological changes which alter the requirement for particular types of construction;

environmental developments potentially stimulating significant construction expendinures in

areas such as emission reduction, water diversion, and waste treatment;

continued suburbanization and the resulting demands upon mass transit systems;

* the aging and over-use of hxghways, bridges, airports, water and sewage facilities and the
requirement for increased expenditures.
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Reflecting these and other market forces, there are a number of segments which appear to have the
‘greatest growth potential in the early 1990's and which may be of interest to qualified Canadian
firms. These areas, in approximate order of attractiveness, include:

maintenance and renovation;

mass transit;

highways and bridges;

health care facilities;

environmental construction projects;
manufacturing facilites;,

water supply systems;

schools;

¢ &6 o o o & o o© O

These areas are reviewed in Section Three of this report. Should the CCA and External Affairs
wish to organize a trade mission of Canadian contractors, we recommend that one or more of these
segments be given initial consideration.

In each of these areas, the size of the American market and the projected growth volumes are huge
by Canadian standards. For example, residential renovations, including do-it-yourself activity, are q
expected to amount to $SUS 105 billion in 1989 and to surpass new residential spending by the
mid-1990's. Expenditures on manufacturing facilities total some $US 15 billion annually and
project fairly strong levels as the economy modernizes, as foreign investment increases, and as the
trade deficit declines. At more specific levels, the opportunities appear equally impressive. Along
the west coast, for example, Seattie, San Francisco, Los Angeles, Honolulu, among others, all
have mass transit expenditure projections in the billions of dollars over the next decade. Other
infrastructure areas, such as airports and sewage systems, have annual requirements in the $US 5
billion-plus range. Regionally, the Western states as well as the New England states have been
experiencing rapid growth and, allowing for a slowdown during the early-1990's, project strong
future actvity. Regional activities are discussed in Section Four of the Report.

While representing potentially exciting opportunities, some caution should be exercised when
examining these statistics and trends as a means of identifying "winning regions and segments”. A
particular region or segment having had five years of good growth does not necessarily indicate
that five more years of good growth are in store. Indeed, the odds are that it may indicate the
opposite, as high volume of construction activity may lead w a situation of excess capacity of
office space, industrial facilities, housing and other buildings. While we have encountered many
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documents stating that construction in a certain region and segment is expected to grow, say, for
two years, we have atternpted to keep such information at a minimum. Typically, information that
a certain market is booming indicates that it may already be wo late for Canadian firms to capitalize
on the boom. Thus, while identifying growth regions and segments will assist the individual
firm's market penetration effort to some degree, we feel that it is more important that Canadian
firms identify stable regions which make sense for them, and enter these regions while keeping in
mind the information and advice provided in this study.

Strategies for Entry

Beyond the basic analysis of market trends, it is equally important that potential entrants identify
segments and regions which are consistent with their own financial, organizational, and
technological capabilities, and that local contacts be established as a means of entering the market.

The majority of foreign firms are entering the American market through the acquisition route.
While no existing information discerns between profitability by type of investment, government
and industry officials generally feel that entering via an acquisition is more profitable in the long-
term than entry through opening a new office. This route gives the foreign firm an established
presence in the market, and it may be less expensive than opening and marketing an entirely new
operation.

While acquisition is a preferred method, some Japanese firms have entered the U.S. market
through establishing greenfield operations, although this route appears to be falling into disfavour.
For reasons of geography and culture, Canadian firms would presumably have an easier time than
Japanese firms in opening a local office or in entering a joint venture as a means of entering the
market - some Canadian companies may find this to be preferable to acquisition, particularly if
faced with an onerous purchase price.

Recommendations
Section Seven of the report discusses various guidelines and recommendations, adherence to
which should assist Canadian contractors in penetrating the U.S. market. Some of these include:

would appear to be an obvious point, some Canadian firms in previous U.S. experiences
have bid for and won projects which were "out of their league”. Of the projects that we
discussed with Canadian firms, these are the ones which have subsequently caused
difficulties. '

*  Firms should enter into U.S. segments in which they have Canadian expertise. While this /
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° ByconsmxcnngmanyoftheJapaneseﬁnancedcapnalpmpcts,scveralJapan&seﬁrmshavc .
benefitted from the huge amounts of Japanese investment flowing into the United Swates. In
penetrating the market, it would clearly be heipful for Canadian contractors if Canadian
developers, engineers and manufacturers were similarly aligned with Canadian construction
firms. To date, this does not appear to have been the case. Perhaps it would be possible for
the CCA, along with the federal industry and trade departments, to foster these ties with
Canadian engineers and developers more aggressively. Certainly, there is room for
individual Canadian firms to more closely align themseives with individual Architecrural-
Engineering firms, developers, transit authorities, manufacturers and materials suppliers.

Such a path is recommended.

 Canadian firms should generally adopt a local partner as a means of conducting work in the
nited States. Although this may also seem to be obvious, firms have in previous instances

entered into geographic markets where they lacked the "local know-how" and lost money on
the project because of friction with the unions or with the state govermment inspectors. The
local partner should have knowledge of the "little” things such as local lawyers and bank
managers, as well as having smooth relations with local union leaders and government
officials. As firms become better established in the U.S. region and develop their contacts
with labour, industry and government, the need for local partnerships becomes less critical.

Indeed, the economics, project location, and future plans may be such that the Canadian firm

(/ " The formality of client transactions should be handled through a locally-established office.

may wish to post staff in this office on a permanent basis. The hiring, firing, and
subcontracting in many instances is best left to the local partner (with joint consultation),
particularly if local unions and governments are involved. While unionization has been
declining in the American industry for several years (see Section Five), we have nonctheless
encountered instances where Canadian firms were plagued by local American unions and
inspectors to the point of virtally being banlorupted.

There is formal or informal local favourtism in many instances, and Canadian firms should
be prepared for this. However, the clients tend not to distinguish Canadians from out-of-
state firms, and in this sense there is no foreign discrimination which is not also applied to a
firm from another state. In preparing plans, or in staffing the project management and project
engineer for their American acuvides, Canadian firms do not appear to have had difficulties
umngsonrrcsomesﬁommeammm

At some point, potential entrants will have to decide to "get out there and do it”. Bid
documents are generally not difficult to obtain - for example, a Canadian waterfront-design
engineering firm which currently does four- its annual business i

has reached its profitable stage throu ing with local firms and presenting its relevant
expertise in a proposal. The firm's partners suggest that appropriate expertise, proper local
partners, efficient bidding, and tight control of overheads should land contracts without a
huge front-end expense. Canadian construction firms from British Columbia to the Atlantic
could aiso follow this strategy.

e Firms should obtain some knowledge of the local environment prior to bidding. Through
visiting the region of interest and through attending the types of meetings that can be arranged
by the local Canadian Consulate!, the firm will gain valuable knowledge of the region.

10fficers with the thirteen Canadian Consulates (and fourteen satellite offices) in the United States have often
established good contacts and have sufficient goodwill to open doors for Canadian firms. These officers should be
used by companies when entering a particular region.
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> Companies should be prepared, on most government funded projects, to encounter
requirements for business set-asides, requiring that certain portions of work be reserved for
"disadvantaged groups”. This may require working with under-capitalized or under-qualified
firms, and handling considerable paperwork in the process . Furthermore, appropriate
minority firms may be in high demand, particularly during strong economic times.

* If companies do enter the market through acquiring a local firm, it is recommended that the
local character and entrepreneurs be retained in the acquired company. American
construction unions, inspectors, suppliers and developers tend to appreciate, recognize and
reward established firms and peopie more than, as described by one Maryland contractor,
"people who blew into town yesterday". :

Purpose of this Report

This study for the Departument of External Affairs and International Trade and the Canadian
Construction Association is intended to provide executives, managers, engineers and other
workers in the Canadian construction industry! with the background information required to
penetrate the American market. The document is intended to meet a variety of needs for firms
across Canada that are looking to the United States for new opportunities - for example, it could
serve as a reference document prior to attending a trade show or a meeting with a potential joint
venture parmer. It also provides project managers with material pertaining to regional unionization
levels, wage rates, trade labour, taxation and other items of interest to industry.

In participating in the design of this study, the CCA stressed two things. First, that the Canadian
construction industry has capabilities in virtually all segments. Second, that the niche orientation
of a large number of its members could mean that, for many Canadian firms, the best market
opporwnity may still be found in their area of specialization, even if it has only modest growth
prospects in the United States. For these reasons, our report covers each of the major market
segments, rather than merely focussing on the few with the greatest projected market growth.

The CCA also stressed that firms which supply materials (such as structural steel, bricks, certain
concretes) and specialized services (such as steel erection, concrete fireproofing, piling) should
benefit from the information contained in the study. Thus, while of interest to contractors, this
report should also be of value to Canadian speciality firms and subcontractors.

As discussed carlier, there are particular segments and regions. which offer strong long-term
potential for Canadian industry. Sections Three (segments) and Four (regions) address these in

lhmyalsobeofmmmCanAdimdcvdopus.ddgxus.aMsomemmufacnm.
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some detail. Gomnnﬁtmdassociaﬁonofﬁdals,inmngingandcuﬁssimminfomulaﬁnga ‘
particular policy, may wish to refer to these Sections.

Methodology

The content of the study has been derived both from an extensive review of existing information
gathered from American and Canadian sources, and from a series of interviews and meetings held
with construction experts in Canadian and American academia, governments, associations, and
industries. Meetings with the Canadian Construction Association and the Department of External
Affairs early in the process were useful in providing us with an indication of the type of
information desired by the co-clients. The subsequent gathering, analysis, and editing of the
information has been completed with the interests of the two clients in mind. There was agreement
by the co-clients that the experiences and lessons already absorbed by Canadian firms in the U.S.
market would be of use in this report, and we have therefore contacted selected firms with
experience in the American market.
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SECTION ONE: INTRODUCTION

The U.S. construction market is large - slightly over $US 400 billion was spent on construction in
1988 - and opportunities exist for increased penetration by Canadian construction firms into many
regions of the market. Some eighty million Americans live in states bordering Canada, and the
United States remains one of the most active construction markets in the world. '

The construction market in general, and in North America in particular, is becoming more
international. Foreign contractors are entering the American market in increasing numbers. As
described by an executive with a leading international firm, in explaining the reasons behind his
firm's penetration of the market, "Latin America is broke, there's little action in the Mideast, Africa
has an occasional interesting project, and we're cautious on the East bloc - this leaves the EEC, the
U.S. and Southeast Asia”.

Contractors from the United States and other countries are also increasingly penetrating the
Canadian construction market. Fully 56 of the 250 largest international contractors are working in
Canada and these firms captured $US 6.5 billion worth of Canadian business in 1988, up from
$US 3.8 billion the previous year. Greater profits, geographic diversity, and broadened
knowledge of business trends, are the usual benefits derived by exporting construction goods and
services - these are the factors driving the increased international competition.

1.1 RECENT CANADIAN ACTIVITIES

There are a number of considerations that to date have restricted the international success of
Canadian construction contractors. For example, inadequate financing is felt to have prevented
many Canadian firms from bidding in export markets. Provincial procurement practices have led
to the development of construction firms with local expertise, and inhibited the growth of large
national companies of sufficient size to compete effectively in the U.S market!. The significant
foreign-ownership levels in the Canadian economy has created a situation where parent companies
often engage familiar American construction contractors when establishing or expanding their
Canadian operations2. This has arguably deprived Canadian contractors of market share. Finally,
Canadian construction, development, and engineering firms have not combined efforts to the same
extent as firms in other countries, and this has limited the success of Canadian construction firms

1provincial procurement practices may not be an overly significant barrier, as, on average, Canadian construction
firms appear to be approximately the same size as American firms. However, the largest Canadian firms are small
relative to their American counterparts.

2 A similar partem is felt to be occurring in the United States, whc:erecem]apanxccapmlmvesunemshaveused
Japanesecmsmmmnﬁxmsmmoam



Table 1-1: Exampiles of Recent U.S Projects of Canadian Contrag:tors

Company
Atlas-Gest

Banister Continental

Bechtel Canada
Black and McDonald
Both Belle Robb
Canron

Commonwealth Construcion
Concordia

Fizpatrick Construction

Frankel Steel

Milne & Nicholls
Mollenhauer Construction
PCL Construction
Pertrifond Foundation

W.A. Stephenson
Schokbeton

Taylor Woodrow
Western Caissons

George Wimpey Canada

Project

Submerged wnnel in Mobile, Alabama

Underground pumping station in Chicago, Illinois
Crude oil line in Louisiana '

Sewer tunnel in Wisconsin

Coal handling facility in the U.S.

Defence and Aerospace projects in the Florida region
Office and hotel complexes throughout the U.S.
Steel Erection for Office building in New York City
Bridge in Troy, New York

Gold mine in Butte, Montana

Learning stores throughout the U.S

Apartments in Oklahoma City, Oklahoma

Subway station in Buffalo, New York

Rapid transit extension in New York State

Steel Supply and Erection for Office Buildings in New York
various U.S. projects

Commercial developments in Florida

21 U.S projects underway in 1988

Office building in Baltimore, Maryland

Power dams in Washington and Alabama

Mass transit projects in Seattle and other areas

Prefab concrete for casino in Atlantic City and hotel in D.C.
Airport in Florida, among other projects

Subway piling in Washington, D.C.

Rapid transit in Miami, Florida

Roads and sewers work in Florida

Source: Canadian Construction Association and other sources.




in bidding on certain projects. The latter point is particularly noteworthy, as alignment with
developers and designers is often a successful strategy for penetrating a foreign construction
market.

Despite these traditional limitations, as indicated in Table 1-1, there are a number of Canadian firms
which have had recent success in the U.S. market. In conducting this report, we have drawn from
the experiences of some of these firms. In this regard, the Fitzpatrick, Stephenson, Milne and
Nicholls, Black and McDonald, MacLaren, and Mollenhauer Construction firms have been
particularly helpful. It is hoped that other contractors will benefit from the problems and successes
encountered by these firms, and from the strategies which these firms have used in entering the
market.

1.2 THE CANADA-US. TRADE AGREEMENT

The Canada-U.S. Trade Agreement eliminates certain labour certification and prior approval
requirements and thus provides for easier border crossing by business persons trading in goods
and services. The agreement made only limited progress in the procurement area. Access to state
and local government procurement was not enhanced. Industrial restructuring and other spin-offs
will, according to the Canadian Construction Association, increase Canadian nonresidential
construction levels by two percent more than would otherwise be the case, by 1995. Activity in
the United States may increase marginally in the border states. Western New York State, for
example, in the Buffalo region, is experiencing increased economic activity as a result of the FTA.

The FTA is expected to enhance Canadian exports of construction services by reducing border-
crossing delays through eased access to temporary work permits, by focusing future government
negotiating efforts on procurement matters, and through securing capital investments against adhoc
protectionism. However, the impact on construction exports into the United States, while positive,
is not expected to be dramatic, and it will be less than the impact upon domestic construction
activity. As expressed in a U.S. analysis of the pact, "the impact on the U.S. construction
industry will be minimal because there are very few existing barriers and the Canadian contractors
able to compete in the U.S. are probably already doing business here”. This view, however, does
not encompass the fact that relatively few Canadian contractors seriously attempted to enter the
U.S. market prior to the trade agreement.

Given the large size of the American market, the increased global competition in the construction
industry, the trade agreement, and the minimal efforts to date, the federal Departrnent of External
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Affairs and International Trade, together with Emst & Young Management Consultants and the
Canadian Construction Association, felt that a review of the U.S. market, widely distributed to
Canadian firms, would be of long-term benefit to the Canadian industry.

1.3 THE REPORT

Clients and Objectives

This report presents the findings and opinions of the management consulting firm of Woods
Gordon (recently renamed Emst & Young Management Consultants) and may not necessarily
reflect the views or policies of the co-clients.

The report has been conducted for the federal Department of External Affairs and International
Trade and the Canadian Construction Association. The former promotes Canadian trade interests
abroad - officials from the department, particularly Marvin Bieman, Doreen Conrad, and William
Clarke, provided guidance and input throughout this study. Commercial Officers and Consellers
from Canadian Consulates abroad were also helpful in providing suggestions, contacts, and
information.

The latter, the Canadian Construction Association, represents some 20,000 construction firms in
Canada. Officials from the CCA were active in providing input regarding the types of information
that potential U.S. market entrants would require. Robert Nuth, Michae! Makin, William Nevins,
and John Morton from the Export Committee were particulariy helpful, providing advice
throughout the study. The CCA also formed an advisory board to review the report and provide
useful suggestions during the course of the work.

In examining American market prospects, it is clear that without careful planning and clear
identification of specific areas of opportunity, and without a good understanding of potential
problems, Canadian construction firms will not successfully penetrate the U.S. market. While
several previous Canadian entrants have enjoyed success in the huge American mariet, there are
also examples of firms who have encountered problems with unions, local favourtism, and a lack
of local market awareness. The purpose of this report then is to provide Canadian construction
firms with the market background required to succeed in the U.S. market. The report describes the
opportunities, constraints and characteristics of the market for those Canadian firms who may be
interested in particular regions or particular segments.
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Table 1-2: Regions and Segments Studied in this Report

Segment Includes

1) Residential single, semi, duplex, apartment and row housing

2) Industrial factories, mines, mills, railway stations

3) Commercial warehouse, grain elevators, hotels, restaurants, offices, stores
4) Insttutional schools, churches, hospitals, clinics

5) Marine docks, breakwaters, canals, dredging, piling, dykes

6) Roads highways, streets, parking lots, sidewalks

7) Airport Runways runways, landing strips

8) Waterworks, Sewage  ditches, mains, hydrants, sewage systems, treatment plants
9) Dams and Irrigation dams, reservoirs, irrigation, land reclamation

10) Electric Power generating plants, water control structures, transmission lines
11)Railways, Telephone tracks, telephone lines, cables, microwave projects

12) Gas and Qil gas mains, pumping stations, refineries, pipelines

Region ‘ Includes

Northea;t: ’

New England Connecticutt, Maine, Massachusetts, New Hampshire, Rhode Island, Vermont
Mid-Atlantic New Jersey, New York, Pennsylvania '

Midwest:
" |E-N Central Ilinois, Indiana, Michigan, Ohio, Wisconsin
W-N Central Iowa, Kansas, Minnesota, Missouri, Nebraska, Dakota's

South:
S-Atlantic Delaware, D.C, Maryland, Carolina's, Virginia's, Florida, Georg:a
E-S Central Alabama, Kentucky, Mississippi, Tennessee

W-S Central Arkansas, Oklahoma, Texas, Louisiana

West:
Mountain Colorado, Idaho, Montana, Utah, Wyoming, Arizona, New Mexico, Nevada
Pacific California, Oregon, Washington, Alaska, Hawaii




There was considerable discussion during the early stages regarding the breadth and scope of the
4 study. While we have identified specific segments and regions of high growth, for the most part
we have attempted to cover all regions and all segments of the U.S. construction market. The
CCA emphasized on many occasions that they did not wish to pre-judge (through focussing on
only a few opportunities) what may and may not be of interest to their member firms. At the start-
up meeting, William Clarke of External Affairs and International Trade outlined a similar mandate
as that desired by the CCA, "a study to be of equal interest o Fredericton (New Brunswick)
contractors looking toward Maine and Trail (British Columbia) contractors interested in Spokane"!.
Thus, while we have encountered many documents stating that construction in a certain region and
segment is expected to grow, say, for two years, we have attempted to keep such information at a
minimum. Typically, information that a certain market is booming indicates that it may already be
too late for Canadian firms to capitalize on the boom. We feel that it is more important that
Canadian firms identify stable regions which make sense for them, and enter these regions while
keeping in mind the information and advice provided in this study.

Report Organization . .
Including this Section and the Executive Summary, this report comprises eight sections and nine
appendices.. Section Two discusses American construction trends in a fairly general manner.
Sections Three and Four of the report examines the various regions and construction segments
(listed in Table 1-2) of the American market, identifying some segments and regions as offering
particular growth potential. The study also details the availability, wages, unionization and other
characteristics of the construction labourers and trades and these are the subject of Section Five.
Section Six discusses matters of taxation and insurance. Information on market constraints and
penetration strategies was considered essential by the CCA to helping Canadian contractors
penetrate the U.S. market and the report therefore addresses these issues (in Section Seven).
Section Seven also draws upon the previous U.S. market experiences of Canadian contractors.

As requested by the Department of External Affairs and International Trade, the study summarizes ‘
trade shows, trade journals, associations, and other information sources of potential value for
aspiring entrants into the U.S. market - this information is included in the Appendices.
Descriptions of prominent local competitors as well as information on regional costs and taxes is
also provided in the Appendices. '

1A prime goal of the government, in sponsaring this study, is to increase the number of Canadian firms who pursue
contracts in the border states - "the company with a gravel truck and portable cement mixer in Coutts, Alberta who
can lay foundations in northem Montana”.
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The Appendices also list the numerous Canadian and American sources which have provided the
basis of the réport’s content. In all, some sixty American publications, fifty American
interviewees, fifteen Canadian interviewees, and twenty Canadian publications were consulted in
preparing the report. While most sources were quite cooperative, two U.S. sources were
particularly helpful. The U.S. government, mainly the Department of Commerce, and the
Associated General Contractors were both very generous with their time and information, in the
name of increased competition.
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Table 2-1: Canadian and American Economic Data

Canada
1987 Per Capita GNP ($US) 16,200
1989 Labour Force (mm) 12
1989 Prime Rate (%) 10.5
25-Year Growth in GNP (% annually) 4.3
5-Year Growth in GNP (% annually) . 4.3
1988 Population (million) 25.8

Cites with >1 million population (number) 3

United States
18,500

115

9.3

3.1

4.0

245.8

41
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SECTION TWO: THE NATIONAL CONSTRUCTION SCENE

2.1 ECONOMIC CHARACTERISTICS

The gross national product of the United States, at $C 5800 billion in 1987, was approximately
10.6 times larger than that of Canada. As summarized in Table 2-1, the American economy has
expanded at a real! annual rate of 3.1 percent during the past quarter century, which is a
considerably lower rate than the real Canadian growth figure of 4.3 percent during the same

period.

Interest rates are the prime levers for controlling economic growth in both Canada and the United
States. Interest rates in Canada generally move in parallel to those in the United States because of
the large amounts of capital which freely moves from one economy to the other and the potendal
impact upon the Canadian currency which results from a large discrepancy in interest rates. Rates
have declined in both countries from the 20 parcent range in 1981 to prime rates of 9.3 percent and
10.5 percent respectively in the United States and Canada in 1989. However, interest rates,
particularly in Canada, have risen during the latter months of 1989, making the spread between
Canada and U.S. rates higher than that which traditionally exists, thus strengthening the Canadian
dollar and making exports less competitive. Pressure will likely grow during 1990 to reduce the
Canada-U.S. interest rate spread.

In recent years, both economies have enjoyed strong growth. During the past five years, Canadian
and American economic growth has averaged 4.3 percent and 4.0 percent respectively. Asa
result, unemployment has decreased from almost ten percent of the U.S. labour force in 1982 to
around six percent in 1988, and from eleven percent of the Canadian labour force to below eight
percent during the same period. The unemployment figures perhaps understate the growth
somewhat as the size of the labour force, on which the unemployment figures are based, has also
grown during this period.

The majority of these new American jobs have come from firms with less than 100 employees.
Indeed, some 95 percent of new jobs created during the past six years have been from small start-
up businesses. Nineteen of every twenty new jobs have been created in the service sector and
currently approximately 70 percent of all American jobs are in the service sector. As in Canada,
there has been a clear shift of employment in the last decade from manufacturing to services; total

! meaning the growth in Gross National Product discounting inflation.



Table 2-2: The Regions - Population Rankings, Population Growth and Per Capita Income

Population in 100,000 Percent Growth In Populalloh Per Capita Income*

1988 1980 1950 1980-88 1950-88 1988

United States 2458 2265 1513 8% 62% 17088
Reglons

South Reglon 648 783 471 _ 13% 80% 15861
Midwest Region 588 5§90 444 2% 35% 16594
Northeast Reglon 506 482 3gs 3% 20% 18736
West Reglon 6§08 432 202 17% 180% 1798860
Divigions

South Atlantic 428 - 369 211 15% 102% 15798
E-N Central 422 417 303 1% 39% 16611
Mid-Atlantic 376 369 301 2% 25% 18670
Pacific 371 318 151 17% 146% 18652
W-S Central 269 237 145 14% 86% 17100
W-N Central 177 173 141 2% 26% 16554
E-S Central 153 147 115 4% 33% 13856
Mountain 134 114 51 18% 163% 16119
New England 130 123 93 6% 40% 118923

Source: U.S. Department of Commerce, Bureau of the Census; July, 1888.
‘income deflned as gross state product




American employment in services doubled during the seventeen year period from 1969 to 1986,
versus a six percent decline in manufacturing employment.

While the rend toward service employment has had a positive impact upon retail, office and other
forms of construction, the impact has not been directly comrelated. Much of the growth in service
sector employment has been absorbed through the operation of existing facilities for longer service
hours and for longer work-weeks!.

Service sector jobs in the United States are expected to expand by 16 million to a total of 76 million
by the end of the century,2 with long-term commercial construction being a main beneficiary.
Environmental issues are also becoming increasingly prominent and testing, cleanup and
construction services will be associated with this growing trend.

As in Canada, the American economic growth and construction activity has not been equally strong
in all regions. New Hampshire, for example, with less than two percent unemployment, has had
strong economic and construction activity during the 1980's, in line with the New England
region's booming high technology and service industries. At the other extreme, Texas has
seventeen percent unemployment, and has had poor levels of construction activity as a result of the
slump in oil prices. While the population and economic clout has been migrating south and west
during the past two decades, the "rust-beit” has been experiencing an economic renaissance and is
expected to continue its strong economic growth during the next decade.

2.2 DEMOGRAPHIC CHARACTERISTICS

The population of the United States has not shown strong growth - expanding at about one percent
annually in recent years. Total population is forecast to grow from 246 million in 1988 to 260
million in 1995, which suggests limited growth in new residential construction. The largest
population region is the South with 34 percent of the total population, followed by the Midwest
with 24 percent and the Northeast and West Regions each with 21 percent of the nation's
population. Growth in population has been highest in the western and southern regions during the
past decade.

leonvenience stores, fast food outlets, retail stores, finencial institutions and other industries are increasingly offering
their services on a 24-hour day and/or seven-day week basis.

Zwith the fastest growth expected in high skill occupations such as engineering, medical technology, computer
programming, and systems analysis.
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Table 2-3: Percentage Breakdown of New Construction in the U.S.

* residential (48 percent of total new construction activity) including;
- single-family (28 percent);
- multi-family (6 bcmem);
- home improvement (14 percent);

» private non-residential (32 percent) including;
- office space (6 percent);
- manufacnuring facilities (3 percent);
- electric utilities (3 percent);
- hotels and motels (2 percent);

» public works (20 percent) including;
- highways (6 percent);
- sewers (3 percent).

Source: 1989 U.S. Industrial Qutlook; U.S. Department of Commerce




Potential entrants should view the American market as a collection of regional markets of
significant wealth and population. For example, there are 41 metropolitan areas in the U.S. which
have populations exceeding one million, compared to only three in Canada. Five of the nine
geographic divisions listed in Table 2-2 have populations exceeding that of Canada as a whole,
while the remaining four divisions each exceed one-half of Canada's total population. Some thirty
percent of the American population resides in the states which border Canada.

The American economy will see increasing amounts of rationalization and dislocation in coming
years. The rapid technological changes, labour shortages and the aging population will force
significant skills re-training requirements upon the workforce. One out of eight Americans is now
over the age of 65, and this figure will rise to one-in-five within forty years. Life expectancy is
also expected to rise from 75 years in 1985 to around 78 years in 2020. As with each of the
demographic trends discussed above, the aging population will impact upon the types, location!,
volume and timing of American construction activity.

2.3 CONSTRUCTION CHARACTERISTICS AND TRENDS

Characteristics

The breakdown of the new construction market in the United States, illustrated in Table 2-3, is
quite similar to that which exists in Canada, where 47 percent of new construction is residential, 37
percent is private non-residential, and 16 percent is public construction. It is felt that the larger
share of American military construction accounts for much of the difference in public construction,
while Canada'’s higher orientation toward resource industries contributes to its higher share in
private non-residential construction.

As indicated in Table 2-4, there was approximately $US 400 billion worth of new construction put
in place in the United States in 19882. The value of new construction put in place declined slightly
in 1988 from the record level of 1987, as the small increases in public works construction could
not match the declines in private construction.

lForexample,mgiommthrizmamdNevad&mdsegmcmmhasmsinglnmmandmﬁmt
communities will see more activity.
zﬂmmvuimecmomkqﬁmffswmwinamsedweﬁwofmeammmmexpmdium In the United
States, it is estimated that each million dollars of construction generates a total of $3.61 million in economic
activity across all industries and services, while creating 49 jobs.
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Table 2-4: Value of New Construction Put in Place in the United States, 1982-89 0
(in billions of 1982 U.S. dollars except as noted)

Type of Construction 1982 1987 1988 1989 19881
(‘883US)
Total new construction 246.6 349.0 347.6 3423 401
Residential 84.7 1713 167.9 165.2 190
Single-family 41.5 100.7 98.7 94.7 114
Multi-family 15.5 24 19.0 18.8 23
Home improvement? 27.7 482 50.1 51.6 53
Private non-residential 108.1 111.7 111.7 108.6 132
Manufacuring facilities 17.3 11.6 12.3 13.5 15
Office 230 2.5 2.1 198 26
Hotels and motels 4.1 6.3 5.7 5.1 7
Other commercial 142 24.7 4.2 23.0 29
Religious 1.5 2.3 2.4 24 3
Educational 1.5 29 29 3.0 3
Hospital and Institutional 5.9 5.1 5.7 6.0 7
Miscellanecus buildings 1.7 2.8 3.1 3.1 4
Telephone and telegraph 7.1 7.6 7.6 74 8
Railroads 2.6 2.3 24 2.5 2
Electric utilities : 18.3 144 14.1 13.7 16
Gas udlities 5.5 4.8 5.0 4.8 5
Petroleum pipelines 0.4 0.3 0.3 0.3 4
Farm structures 3.7 - 1.6 1.5 1.4 2
Miscellaneous structures 1.3 24 24 2.4 3
Public works 53.8 66.0 68.1 68.5 80
Housing and redevelopment 1.7 13 1.2 1.2 2
Federal industrial 1.6 1.2 1.4 1.3 1
Educational 5.9 7.5 8.3 8.7 10
Hospital 2.0 1.9 1.9 2.0 3
Other Public Buildings> : 5.8 9.6 9.7 9.9 11
Highways, Streets and Bridges 16.3 19.8 214 21.8 26
Military facilities 2.2 3.7 3.7 3.6 4
Conservation and development 5.0 4.8 4.6 4.2 5
Sewer systems 5.5 8.3 7.6 7.3 9
Water supplies 2.9 33 3.4 3.6 4
Miscellaneous public structures? 4.9 4.7 4.9 4.9 5

Source: 1989 U.S. Industrial Outlook; U.S. Department of Commerce, International Trade Administration

lthis column lists current dollar expenditures in 1988.

2home improvement excludes do-it-yourself maintenance and repair expenditures which are estimated to total SUS 50

billion in 1988. ‘
3includes courthouses, police and fire station, prisons, passenger terminals, civic centres.

4includes recreation facilities, power generating facilities, transit systems, airfields.




According to the most recent Census of Construction Industries, there were a total of 1.4 million
construction companies! in the United States in 1982, three-quarters of which were individual
proprietorships. Slightly over four thousand of these firms had annual receipts of greater than

$US 10 million, collectively accounting for 36 percent of industry revenues. The average "large”
firm (greater than $US 10 million in annual revenue) conducted $US 22 million worth of business
in 1982, an amount which has likely reached $US 25-30 million as of 1988. :

When adjusted by the usual factor of one-tenth to reflect the relative population, the Canadian
corporate structure is quite similar to that in the United States. For example, as of 1988, there
were around 130,000 construction firms in Canada. The 650 large firms (with sales over $US 10
million) account for 34 percent of total industry revenues. These "large” Canadian firms each
average $US 20-25 million in annual business, an amount very similar to the average "large” firm
in the United States. Due to the sizeable number of individual proprietorships, the average annual
billing of a Canadian construction firm is only about $300,000, similar to the average American
construction company. One Canadian contractor expressed the opinion that American firms will
travel greater distances than Canadian firms to pursue contract work, and that competition in
Canada is therefore more localized However, this opinion does not mesh with the view of certain
U.S. executives that the American industry has become highly regionalized during the past two
decades, nor with the information suggesting that American contractors in general are of
comparable size o Canadian firms.

American construction firms are not as dominant on the world stage as in former years. The total
value of international contracts won by those U.S contractors listed amongst the world's 250
largest construction firms has decreased in value from $US 44 billion in 1980 to $US 23 billion in
1986, largely due to the rise of Japanese and European firms. This total dropped further in 1987,
before rising to $US 26 billion in 1988.

In addition to losing market share internationally, American firms are being faced with renewed
competition in their own markets. Many of the largest international construction contractors have
entered the American market during the past five years, largely because of declining prospects in
Third World markets. This has been accomplished mainly through buying existing American
firms, although many companies have also entered through establishing branch operations.
Foreign-owned construction firms won $US 8.9 billion worth of American construction contracts

! Includes developers and subdividers
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Table 2-5: Foreigg Contractors with the Most U.S. Construction Work in 1985

Company/Country U.S. Affiliate Connection U.S. Contracts
($US million)
Holzmann - Germany Jones - North Carolina acquisition 1571
Kumagai Gumi - Japan Kumagai - California branch operation 574
Davy - England Davy McKee - Pittsburgh acquisition 500
Archirodon - Switzerland Fuller - New York City acquisition 457
Kajima - Japan Kajima - New York branch operation 315
Bilfinger - Germany Fru Con - Missouri acquisition 287
PCL - Canada PCL - Denver branch operation 270
Ohbayashi - Japan Ohbayashi - Los Angeles branch operation 239
JCC Johnson - Sweden Santa Fe Engineers - Calif  acquisition 217
SAE - France Spaw - Houston acquisition 197
Bovis - England BIL - Oakland branch operation 195
SAE - France Carlson - Mass acquisition 191
Shimizy - Japan Shimizu - New York City  branch operation 135
SAE - France Heller - Sacramento acquisition 132
Mitsubishi - Japan Mitsubishi - New York City branch operation 128
SAE - France Pinkerton - Atlanta acquisition 104
Bovis - England Lehrer - New York City acquisidon na

Source: Intermatonal Construction Week, McGraw Hill, 1986.




in 1987, an amount equal to 3.5 percent of all U.S. construction contracts that year, and more than
double the $US 3.6 billion level recorded in 1982. As indicated in Table 2-5, German, British,
Japanese and French companies accounted for the majority of this activity. PCL, the largest
Canadian player in the U.S. market, ranked eighth amongst foreign contractors, with American
contracts of approximately $US 270 million (see also Appendix F).

Reduced technological superiority and productivity! are often listed as two reasons behind the

- declining international dominance of American contractors. American research and development
expenditures? in the construction industry are painted unfavourably in Research and Development
in the US. Construction Industry relative to other countries, as indicated in Table 2-6. Itis
estimated that one Japanese contractor alone (Shimizu) has an annual research and development
budget of $US 40 million. Shimizu and other international companies are felt to have taken much
of the technological initiative in the international construction research scene during recent years.

The United States construction market has also evolved into more of a regional marketplace over
the past twenty years. Two decades ago, large national firms moved around at will and worked in
many different states. One executive with whom we met worked for a firm which, during his
period twenty years ago, had simuitaneous jobs in California, Wyoming, Colorado, Michigan,
Texas, Kentucky, the Carolinas, Georgia and Florida. Currently, firms, in his view, concentrate
on fewer regions and tend not to move people from region to region. The evolution of regional
firms sufficiently large to handle virtually any type of job has forced many of these national firms
to retrench, sell out, or simply disappear. The trend toward two income families has also played a
role in causing large firms to adopt a "regional contractor” strategy by opening several autonomous
regional offices, rather than continuing to move people around the country.

Trends

There are many trends and characteristics which are discussed in our review of individual segments
and regions. Many of these trends often hit the Canadian market after affecting the American
market, and thus may be of interest even to Canadian firms not exploring the U.S. market.

1 A 1980 study by Lester Thurow states that American construction productivity grew at 3.4 percent annually
between 1948-1965, befare dropping dramatically to -1.8 percent annually from 1965-1972. Productivity gains since
1972 have been minimal. .

2Canada's construction R&D is primarily centered in the National Research Council's Institute for Research in
Construction. Estimates of Canadian R&D are not available:
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Table 2-6: Construction Research & Development Spending in_Selected Countries

Industry As Percent of Construction Revenue
Sweden 57
Denmark 53
United Kingdom .45
Japan : .28
Netherlands 21
New Zealand .14
United States 12
Australia .07
China .03

Source: 'Research and Development in the U.S. Construction Industry




Among the more notable national construction-related trends are:

a dwindling supply of young workers available to the construction industry because
of demographic trends and low unemployment rates. Barring substantial preductivity
gains, tight labour markets and labour quality could become major problems during the
next decade. Growing concerns regarding the availability of trained workers have led to
the formation of a coalition of various construction associations to examine training issues.
Firms are paying increased attenton to hiring and retaining key people, and to recruiting
and training entry-level field personnel. For example, Kaorte Construction of St. Louis has
opened its own "university"” which offers courses in marketing, production, control and
other areas for its current enrollment of over 200 office employees and union craftspeople.
Substance-abuse programs, physical and mental health programs, and minority hiring and
training programs are also human resource areas of note amongst American firms. Non-
union firms, not having access to union halls, are increasing their levels of contact with
other companies, in order to move high-demand labourers from one project to another in an
efficient manner; .

an anticipated stabilization in the cost of liability insurance during the next several
years, although this largely depends upon future legislative and judicial developments. As
in other industries, matters of insurance, litigation and liability are more prominent in the

" American construction industry than in its Canadian counterpart. Part of the stabilization in

insurance costs is felt to be attributable to an increasing trend toward arbitrated settlernents;
the increasing prevalence of Employee Share Ownership Plans (ESOP's) amongst
construction firms. For example, firms in Maryland and North Carolina recently

- implemented employee ownership plans - there are typically 2-3 of these implemented

amongst major construction firms in the U.S. each month;

the increasing desire by private project sponsors for the constructor to take equity
positions in the project in order to spread the risk. For example, one of the country's
largest contractors, Bechtel, has become active in assuming equity position in its projects.
related to the above, there is a rend toward the privatization of infrastructure
developments, as city and county governments attempt to find funding for road-tunnel,
sewage and water treatment projects. _

there is an increasc in the level of contracting cut by gévemmems. In the view of
certain industry players, governments will increase their level of contracting construction to
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private firms, rather than using government employees, because of the resulting efficiency 0
gain and deficit reduction.

+ there are some notable financial and operating trends in the construction industry,
including increased attention to cash management and collecting receivables,
decentralization of accounting and finance to the job level rather than headquarters level,
increased surety bonding problems, and increased devotion of management time toward
matters of dispute resolution and claims administration;

+ the Savings and Leans industry has suffered major financial problems since the high
interest rate years of 1981 and 1982. A rescue package recently agreed upon by Congress
is currently being implemented and projects the expenditure of $US 150 billion (considered
conservative by many sources) through the Resolution Trust Corporation (RTC) to bail-out
several hundred banks over the next thirty years. This is relevant to the construction and
development scene to the extent that an estimated $US 300-500 billion worth of real estate
holdings (nursing homes, theatres, marinas, houses) will be released from bank's
portfolios during the next several years - conversion of these holdings to more profitable
usages may be an increasingly important activity in the United States. For example, the
RTC currently holds some 30,000 parcels of commercial and residential property in 35
states destined to be put on the market in the near future, and this will obviously affect
construction activity in these regions. Some $6.4 billion worth of these properties are
located in Texas and Oklahoma;

+ concern regarding environmental issues is rapidly growing and tends to be more
advanced in the United States than in Canada, particularly in California and New England.
Environmental impact studies are becoming increasingly rigid and agencies such as the

- South Coast Air Quality Management Agency are becoming more active in altering building
designs and monitoring construction. Associated with increased environmental concern is
a movement toward the strategy of "mitigation”, wherein the development of certain
projects would be approved in return for equivalent concessions on the part of the
developer in other areas; :

* labour shortage problems may lead to increased mergers and acquisitions in order to
improve the workforce efficiency and flexibility of particular companies. Tax changes that
make it more expensive to transfer construction businesses from older to younger
generations may also prompt increased selling and acquiring activity. Industry officials
also expressed the view that publicly-held construction firms tend to undcr-pexform the
market and as a result often end up going private, again possibly stimulating merger and ‘
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acquisition activity (in this regard, public offerings will not be a common trend in the
construction industry). Finally, foreign firms will increasingly penetrate the American
market via acquisitions and this will also contribute to M&A activity in the construction
contracting industry. The construction materials segments, including cement, aggregates,
ready-mix and asphalt, have seen significant acquisition activity during the past two years
and this trend is expected to continue, even at quite high prices;

the increased use of robots in construction. For example, robots are expected to
handle heavier loads and work in dirtier environments, and it is projected that robot use will
spread from hazardous waste cleanup into areas such as trenching, grading, and tunneling;
information technology systems-related trends include the use of computerized
scheduling applications by a wider range of U.S. companies, as a selling tool, as a
communication tool for field managers and estimators, and as a methed of minimizing
response time to sudden changes in the construction schedule. Field supervisors are
increasing their use of on-site management computers. Contractors are faced with a
demand for more structured, detailed and accurate billings and are increasingly using
computers to assist them in this area. Many contractors are using computers as part of the
estimating process. Those firms not yet computerized are gradually establishing databases
and training estimators to use their systems in the future. Fully integrated job
costing/accounting systems are common in the American construction scene, while project
management software should see rapid acceptance over the next few years. Software for
integrating the cost-bidding packages of the contractors with the designing packagm of the
designers will be increasingly common in future years;

construction industry technological advances are expected in areas such as seismic
design of bridges and buildings and in fire modeling. Construction material advances will
also be increasingly evident during the next few years. For example, cement types which
develop the strength of seven-day portland cement in only four hours are nearing
commercial application. These require less formwork, and can be placed at colder
wintertime temperatures;

shifts toward "team approach"” construction, wherein the private owner selects the
contractor and designer as soon as the project is formulated, and away from the wraditional
“hard bid" approach where the architect is first hired and the subsequent design is put up
for bid without any contractor input. This trend stems from a belief that projects designed
with contractor input will preceed more smoothly. Not surprisingly, the team approach is
more commonly adopted on complex projects such as high-rise office developments. By
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providing pre-construction services, the contractor’s profit from the job may increase
substantially. The increased role of contractors in proposing "better ways to do the job",
more formally known as value engineering, generates savings which are often split
between the owner and the contractor;

° an increased role for economic development agencies, particularly in marketing their
regions and interests to potential investors. These agencies, of which some 7500
responded to a survey by Site Selection magazine in April of 1989, are using expanding
budgets to develop computerized databases, provide financial assistance, conduct site
studies, and even construct buildings. They represent a good regional information source
and contact point for Canadian contractors interested in particular regional markets (see the
April '89 issue of Site Selection);

 the existence of impact fees paid by the developer when obtaining the building permit to

help finance municipal improvements associated with the development. Impact fees already

exist in about twenty percent of the areas served by economic development organizations.
They are of more relevance to developers than contractors;

* progressive contractors in the U.S. are allocating group planning time toward
identifying ideal customers, markets and projects. Emphasis upon solid market planning
and execution, strong long-term public and client relations, the use of some non-technical
people for planning and marketing, the use of women in marketing and sales, and the
establishment of written marketing plans are described in a study by FMI Marketing
Services as leading to dramatically improved results for those firms adopting such
practuces;

» the increased suburbanization of corporate America. To avoid inner-city traffic, high
crime rates, and decaying educational systems, corporations have increasingly been
following employees in moving to the suburban areas.! Lower rental rates, lower real
estate taxes, free parking, and worker satisfaction have also been factors driving this mend.
The scale of the shift has been such that in 1949 there were only one hundred suburban
industrial parks in the United States, whereas there are 500 industrial parks in the Chicago
suburban area alone in 1989. The "edge city” trend is well symbolized. through the success
of Los Angeles and its satellite towns in entrepreneurial growth and in attracting

11n 1967, 34 percent of residents in the thirty largest American cities lived in suburbia. By 1983, this figure had
risen 10 44 percent. In 1967, 11 percent of employees in the thirty largest American cities worked in suburbia. By
1983, this figure had risen to 18 percent. While central core population declines had stopped by 1983, it is felt that
central core employee declines had not stopped.
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immigrants, new businesses and increased employment. The suburbanization trend is
more pronounced in the U.S. than in Canada:

« the response by urban areas to the above trend has been the funding and encouragement of
re-vitalization and renewal projects in the downtown core. Retail projects,
particularly downtown malls, have been a common method of inducing other downtown
developments and of preserving historic areas. Consistent with this trend is the increased
role of Redevelopment Agencies in spurring this growth. For example, the influential San
Francisco Redevelopment Agency has an annual budget of around $US 100 million and
overseas some $US 700 million in annual construction and rehabilitation of housing,
offices!, parks, community centres, and infrastructure in depressed neighbourhoods.
These agencies are typically funded by city tax increment bonds. In line with the potential
in this area, a recent study conducted for the Canadian architectural industry identified
msmnonandrcwmhmnonasanmpormmamofoppomnutyfm'Cmadmnﬁmsmme
U.S. market;

» the increased domination of small business in the area of overall employment
creation and its effect upon employment turnover, company failures, office and industrial
construction, and other issues. Construction of commercial, office, and industrial space is
increasingly oriented toward small clients as large, labour intensive facilities will not be

. centered in the United States as much as in past decades.

2.4 CONSTRUCTION OUTLOOK

The economic forecasts in the U.S. Industrial Owtlook project conditions that are generally
favorable for construction during the early-to-mid 1990's - continued economic growth, fairly
stable interest rates, slow inflation, declining federal budget deficits, and declining trade deficits.

However, for the next few years, growth in new construction in the U.S. will be lower than
overall economic growth, partly because of the need to absorb the current oversupply of
commercial buildings. In addition, high real interest rates will inhibit construction, particularly in
the residential segment, and the federal budget deficit will likely limit public works spending,
despite the well-publicized need for additional infrastructure investment2.

lOlympm and York is currently completmg two office buildings in this project.

2A 1988McmllLynchrevxewofthemfmsmncmsmmmnmtheUS described the stock of public works
facilities as markedly deteriorated, entailing serious ramifications for the productive functioning of the economy.
This swudy is reviewed in Section 4.3.
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On the positive side, the recovery of the U.S. manufacturing sector and the expected decrease in ‘)
the trade deficit will continue over the long term, thereby boosting demand for industrial
construction. Construction of medical facilities will increase in certain regions because of
demographic and institutional factors. Maintenance and repair work, both residential and
nonresidential, are expected to increase more rapidly than the overall economy, as the existing
stock of structures becomes older and more extensive, and as international competition continues to
force modemnization and other adjustments upon American business. School construction is
expected to increase as the children of the baby boom generation progress through the system, and
many universities also have ambitious renovation and expansion plans. Water-related facilities and
systems are expected to require high levels of expenditure, particularly in the northeastern region
where leaks are a problem, and in the western region where severe water shortages are occurring.

The following Section discusses the outlook and characteristics of individual construction
segments in more detail.
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SECTION THREE: ACTIVITY AND OUTLOOK BY SEGMENT

This section discusses the characteristics, trends and outlook for the residential, nonresidental and
public construction markets of the United States.

3.1 RESIDENTIAL CONSTRUCTION

Introduction

The American residential construction scene is quite localized and competitive, the barriers to
market entry are low and thousands of small operations characterize the industry. However,
numerous large builders, completing more than three thousand houses per year, also exist and they
are quite sophisticated in their operations.

The number of housing starts nationwide decreased in 1988 and is projected to decline further to
about 1.40 million units in 1989. However, the value of residential construction is supported by
increases in both average house size, and home improvement expenditures, and has continued
grow in recent years. '

3.1.1' Single-Unit Housing

Ouitlook - Slight Decline over Next Five Years

The decline in mortgage rates in the United States, from seventeen percent in 1982 to ten percent in
1988, has contributed to seven consecutive years of strong residential construction activity. Recent
increases in interest rates have slowed activity somewhat, and this downturn is expected to
continue during the next five years as the seven-year boom has satisfied much of the pent-up
demand for housing that had built up earlier in the decade. Construction of single-family units is
particularly sensitive to interest rate movements and will decrease more than multi-family unit
construction. Expenditures on home improvement and repair are expected to remain strong
throughout the 1990's, as the housing stock ages.

As in Canada, demographics are a main factor driving the activity of the housing market. Those
born during the fifteen post-war years purchased their initial homes at a time of low prices and low
interest rates and are currently trading up to larger homes. Those entering the housing market more
recently face higher prices, higher interest rates and greater difficulty in purchasing houses. The
latter group may generate pent-up demand for housing during the 1990's. :

The construction of relatively inexpensive, townhouse-style, single-family homes of less than five
units has decreased since 1985, and is expected to continue to decrease as buyers favour larger



homes. The supply of used starter homes is strong and will increase as current homeowners move 0
into larger houses. The strongest category of demand for new housing is expected to be for trade-

up, larger single-family housing. Thus, even if the number of single-units houses built does

decline marginally during the next few years, the total value may increase by a small amount.

3.1.2 Multi-Unit Housing -
Outlook - Slight Decline over Next Five Years

The multi-unit structures category, which is comprised roughly 80 percent apartment buildings and
20 percent condominiums and low-rises, enjoyed an increasing amount of activity during the ten
year period up to 1985. Indeed, tax incentives and investor demand combined to result in
overbuilding and high vacancy rates in multi-unit housing, particularly in the south. The tax
reforms implemented in 1986 have eliminated most of the tax advantages, causing activity in this
area to decline some 25 percent in three years. Demographically, there are decreasing numbers of
people in the 20-34 age group, the group most likely to rent, and this will impact negatively on
apartment construction. The overall demand for multi-unit housing construction is expected to
decline in future years.

3.1.3 Mobile Homes

Outlook - Slight Decline over Next Five Years

Shipments of mobile homes have declined 26 percent from 1983 to 1988. Shipments are expected
to decline further in 1989 by about five percent, as the number of first-time home buyers in the 25-
44 age range, the most common purchaser of mobile homes, continues t decrease. In the long-
term, a new market of retired people of moderate income is expected to emerge as potential buyers
of mobile homes. The southern states represent a major regional market for these units, although
economic difficulties arising from low oil prices have caused a substantial decline in shipments in
the region. :

3.1.4 Residential Upkeep

Outlook - Continued Increase over Next Five Years

This segment, which formally excludes do-it-yourself activity, has enjoyed five strong years and
expenditures are expected to increase through the 1990's. Expenditure in 1988 totalled
approximately $US 50 billion, of which sixty percent represents actual construction expenditures,
and forty percent represents maintenance and repairs. Including do-it-yourself activity, it is
estumated that Americans will spend a total of $US 105 billion in 1989 on residential upkeep, and
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that this figure is expected to outstrip spending for new residential construction by the mid-1990's.
Remodelling expenditures are expected to double over the next decade.

The anticipated growth of the segment is a result of four main factors, namely the increasing size
and age of the housing stock, the rising demand for energy efficient structures, home modification
to accommodate high-technology innovations, and the increased availability of home equity loans.
In addition to these factors, some two-thirds of expenditures in this'mtcgory occur within one year
before moving out or two years after moving in, and expenditures therefore also track housing
resales to a certain degree. '

3.2 PRIVATE NONRESIDENTIAL CONSTRUCTION

Introduction

The 1988 value of construction in this segment totalled $US 132 billion (equivalent to 1987 levels
although eight percent below the record of 1985) of which seventy percent was for buildings and
thirty percent for other structures. Strong commercial construction activity during the 1983-88
period has resulted in high vacancy rates for office buildings, stores, hotels, and warehouses, and
these rates are expected to depress the demand for new construction in these segments untl supply
and demand for commercial space are brought into balance.

Given the continued (if slowing) economic growth and fairly stable interest rates currently being
forecast, the decline in private nonresidential construction is expected to be relatively mild, lasting
for around three years and followed by a recovery during the early 1990s. Based on vacancy and
economic considerations, the Economic Outlook projects that shopping center construction will
rebound fairly quickly, whereas office construction will probably be the last category to recover.
Industrial construction is expected to increase during the next few years, as firms invest to improve
U.S. manufacturing competitiveness and respond to the capacity constraints induced by an
improving American trade balance. While private hospital construction has been constrained by
cutbacks during the past couple of years, spending in the medical construction area overall is
expected to display a long-term upward trend as the population ages and stresses are placed upon
the existing stock of medical facilities.

The following paragraphs examine the major private nonresidential segments in further detail
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3.2.1 Maintenance and Renovation

Outlook - Strong Increase over Next Five Years

The need to modernize the American capital stock will provide strong demand for commercial
remodeling. There are no official government data on the size of the investment in nonresidential
building remodeling, although some private analysts estimate in ENR Magazine that these
expenditures are equal to about one-third of the total value of new construction of private
nonresidential buildings. This estimate would place the American private nonresidential
maintenance and renovation market at around $US 45 billion annually, an amount approximately
equal to the entire construction contractor market in Canada.

The renovation market appears to have grown rapidly during the 1980s and, given the aging stock
of American industryl, and the fairly high debt loads of government, industry and consumers, it is
expected that remodeling and renovation expenditures of both residential and nonresidential
properties will be stronger than new construction for several years to come. For example, a study
by FMI Marketing Services projects that the retail modernizing, industrial retrofitting and office re-
purposing market will grow at 14-15 percent annually into the 1990's. Much of the work, such as
revamping office building interiors, involves specialized trades rather than general contracting.

3.2.2 Industrial Construction

Outlook - Increase over Next Five Years

Industrial construction put in place increased more than five percent in 1988 and further gains in
industrial construction are expected during the next few years, stemming from the tighter capacity
and increasing profitability of many manufacturing industries2. The extent to which manufacturing
plants will be modernized or replaced depends on factors such as international competitiveness,
interest rates, business profitability, technological developments, and economic growth. The U.S.
trade deficit has served to constrain industrial construction during much of the 1980's3 and
anticipated reductions in the deficit, through stronger exports, will provide a further boost to
industrial construction.

lblﬁldhxgsummmwymoldmwpacemofﬂwu.s.m&ddauialbuﬂdingmmka-aﬁgmwhich
will reach 50 percent within six years.
2Mﬁkmwmmﬁmxdvhyhexpeaedwbemg.&nadimﬁmmsmmmmmmng
facilities often present lower profitability for contractors, particularly if corporate clients have built many facilities
over previous decades. In these instances, the clients often know the costs and requirements better than the contractor
and profit margins may be squeezed as a result.

3The 1988 trade deficit in manufactured goods of about $105 billion is estimated to translate into manufacturing
construction expenditures SUS 2 billion below what they would be in a balanced budget situation.
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The need to modernize the stock of existing buildings and other structures will also stimulate
industrial construction. Deferred expenditures during the 1982 to 1989 economic growth period
have necessitated capital investment, the majority of which will be in plant modernizanon. There is
a considerable degree of rationalization, volatility and adjustment currently affecting the industrial
space market in the United States (as in Canada). The lack of inter-changeability of industrial
space (unlike office space, an industrial facility in one manufacturing sector is not always easily
converted for usage by another manufacturing sector) means that new facilities will continue to be
required even in areas where a rudimentary analysis may indicate a significant surplus of industrial
space.

An examination of manufacturers during the 1983-88 period by Cognetics indicates that large,
high-growth manufacturers have been expanding in both the Sunbelt and Rustbelt in roughly equal
numbers during this period. Contrary to popular perceptions, the study also found that two-thirds
of small, high-growth firms have been expanding in the Rustbelt area, thus giving it an
entrepreneurial natre.

In a-major study entitled U.S. Industrial Space Needs in the 1990’s, Cognetics observed that 28
manufacturing sectors have been among the forty fastest growing industrial sectors! in the U.S.
economy during the 1980's. Cognetic's view is that the (much-publicized) sruggles of some
larger U.S. manufacturing firms have largely served to open up niche market opportunities for
smaller companies. The overall effect on the American industrial scene, according to Cognetics,
has been strongly positive. Often riding the success of a new technology, these firms typically
require new facilities for manufacturing, research and/or distribution. Indeed, the study also
observed the fact that international trade accounts for twice the percent of GNP in 1989 as it did in
1960. This has impacted strongly upon the role of distribution in the U.S. economy. Harbours,
airports, warehouses, and other distribution facilities are in need of investment and present strong
development possibilities.

In reaching a generally optimistic scenario for future industrial space needs, the Cognetics study
also recognized the fact that past speculation has been primarily confined to office space rather than
industrial space and that industrial vacancy rates are thus more masonablc, fundamentally based,
and in many regions quite low.

Imeasured in terms of the percent of the sector’s total firms that are growing rapidly.
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According to ENR Magazine's 1989 Outlook, auto-related industries are expected to be strong ' ‘
industrial contributors during the next half-decade. After completing many significant production
facilities in the mid-1980's, the domestic and foreign auto companies are now adding parts

fabrication and distribution centers!. Typical recent examples include a $US 375 million Chrysler
assembly plant in Detroit and a SUS 40 million Ford painting facility in Cleveland. In addition to
auto-related activities, other areas of projected high industrial construction expenditures include

food and beverage facilities, pulp and paper mills, steel and aluminum investments, pharmaceutical
plants, and petrochemical facilities. Expenditures of a more equipment-intensive nature include the
factory automation and computer integrated manufacturing investments which many companies

will be making during the next decade.

The high technology industries are expected to be among the faster growing segments of the

economy. The June '89 issue of Site Selection predicted the location of future Research and
Development clusters based on a number of factors, including the regional venture capital,

educational, quality of life and political considerations. Among its selections as potential high-
technology growth areas through the year 2000 are: Tucson, Arizona; Gainsville and possibly Fort
Myers, Florida; Atlanta to Athens, Georgia; Lafayette, Indiana; Lexingion, Kentucky; Kansas

City, Kansas; Lincoln, Nebraska; Hancock County, Mississippi; Denver, Colorado; Princeton, q
New Jersey; and Sacramento, California.

Vacancy rates are another determinant of industrial construction, although the linkage between low
vacancy and new construction is not always a strong one. The national vacancy rate for industrial
space at the end of 1988 was six percent. This is higher than the 5.5 percent figure for the end of
1987, and the five percent figure for the end of 1985. As indicated in Table 3-1, Houston, San
Francisco, Denver, Miami, New Orleans and Chicago are major areas with particularly high
industrial vacancy rates and one would expect lower industrial construction activity in these areas.
Portland, Jacksonville, Baltimore, and Cincinnati all have vacancy rates around two percent, which
could indicate increased industrial construction activity over the next couple of years, depending on
local industrial prospects. |

1 Assembly facilities are also being added, although it is felt that the North American automotive industry is ‘
approaching a surplus simation in the assembly area.
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3.2.3 Office Construction

"Outlook - Decline over Next Five Years

Office developments, the largest component of the commercial real estate sector, are anticipated to

- show decreased activity for at least five years. As expressed by an Executive with a Washington-

based contractor, “there are virtually no cities in the U.S. where the private sector office market is
in anything but contraction”.! The constant-dollar value of new office construction fell in 1988,
and further declines are expected for several years because of the high current vacancy rates and the
1986 elimination of many of the tax benefits of commercial building. However, certain institutions
and foreign investors will cause office construction to be active in a small number of cities and
market niches, as discussed in Section Four.

The demand for new office space, as for industrial space, is closely linked to the growth in the
national economy. It is projected by the Industrial Outlook that the drag on economic growth
associated with the high debt levels currently being carried by the consumer, business and
government sectors will outweigh the impact of revived exports, thus producing an economic
slowdown during the next few years. However, longer-term forecasts project a continuation of the
structural shift toward the service sectors such as finance, insurance and professional services.
This trend augers well for office construction during the mid-1990's2. Similarly, while it could
take five years or more to absorb the inventory of vacant office space, this process would be
greatly shortened if large numbers of older office buildings were retired or converted to other uses.
This is happening in some cities as part of urban revitalization programs.

The current malaise in the office segment is due more to a previous boom in supply than to a
weakness in demand. In fact, demand for office space was fairly strong in 1988, as almost two
million additional office workers were employed in the United States. Despite this, office vacancy
rates have continued to climb in most cities because of the record amounts of new space which are
becoming available. At the start of 1989, the office vacancy rate in the United States was over 16
and 22 percent respectively for downtown and suburban space, up from lows of four percent for
downtown space in 1981 and eighteen percent for suburban space in 1984. Office rents have

IParticular cities such as New York, Baltimore, Boston, Cincinnati, Chariotte, and Washington may see a
requirement for office buildings in the next few years. Kansas City, Deaver, Southern California, Arizona, New
Orieans and New Jersey are currently weak and will be particularly weak office markets for the rext few years.
ZCmnacting for public-sector office buildings is more competitive than the private market, as generally any
company with bonding can submit a bid for public buildings and the lowest bid must be accepied. Furthermore,
these bids are subject to "wage determination”, meaning that prevailing, union scale wages are typically paid, and
this reduces much of the advantage held by non-union firms.
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generally bzen falling in response to these conditions. Even if the rate of increase in white collar "
employment is sustained in 1989, vacancy rates will increase further as new office space reaches
completion.

As indicated opposite (Table 3-2), office vacancy rates in all four regions are expected to decline
through the early 1990's from their current high levels. Regional rates are currently highest in the
South and West, and lowest in the East. As indicated in Table 3-3, New Jersey, Kansas City,
Miami, Dallas, Denver, and New Orleans are among the cities with downtown vacancy rates
greater than twenty percent. Along with Detroit and Los Angeles! which are awash with recently-
opened office space, these cities will likely see limited office development activity for several
yeais. Hartford, Cleveland, Cincinnati, Washington, Jacksonville, and Sacramento are prominent
cities with downtown vacancy rates below 10 percent. They would, depending on structural
vacancy rates and other local characteristics, presumably be candidates for increased office
construction expenditures. As well, Nevada has been on a building roll for the past two years and,
with substantial undcvelopeﬁ space available, development dollars are expected to continue to come
into the area from out-of-state sources.

In discussing prospects for Canadian contractors in U.S. office construction, one executive felt q
that opportunities in general were far more attractive in Europe for both Canadian and American
office builders. The European office market, with the exception of Paris and London, is felt to be
" quite under-built, particularly in view of projected 1992-related activity, and Canada has
considerable high-rise office building expertise to offer European developers, assuming high-rise
buildings gain favour in some European cities.

3.2.4 Other Commercial Construction

Outlook - Decline over Next Five Years

The U.S. Industrial Outlook projects that commercial construction components such as hotels and
shopping centres will see below-average growth during the next five years. Over-capacity and the
elimination of tax incentives caused a decline in hotel and motel construction in 1988, and further
declines are anticipated into the 1990's. While increased tourism and the resulting demand for

1Los Angeles is attempting to bring together developers, builders and community leaders to better manage the
region's growth. The capacity of the city's sewer System is aiready strained and future development will be slowed.
This will impact upon the entire state, and will re-direct efforts toward remodeling and repair work, according to
industry insiders. Office constuction is expected to be minimal.
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rooms will ease the adjustment, it is nonetheless cxpecﬁ:d to take a few years to eliminate the
current excess capacity. '

Not all areas will see decline in these segments. A 1989 study by FMI Marketing Services
identifies Boston, Norfolk, Miami, New York and Virginia Beach as regional markets that offer
some opportunity in hotel and motel construction.

A similar situation, although to a lesser extent, exists for stores and shopping centers, where the
negative effects of over-capacity and the recent tax reforms are expected to have filtered through by
the early 1990's. Strong future residential repair and construction levels are expected to return the
retail construction segment to a growth position within 3-5 years. Generally, shopping centres of
the strip mall type are typically dominated by large developers such as deBartolo and Symons -
margins are tight, the developers are "quite tough” and it is not a recommended area for Canadian
firms unless a close relationship with the developer has been established. Enclosed shopping
centres are also not a recommended segment, as the technology is felt to be quite routine and the
field competitive and dominated by an almagam of small firms.

Construction of service stations and auto repair facilities has been active for several years, and is
expected to remain so for a few years, because of the increasing complexity of automobiles and the
growing numbers of older cars. While the number of gasolmc stations will decline during the next
few years, many of those that remain will invest in construction to become high-volume outlets,
convenience shops and/or specialized stations.

3.2.5 Private Electric Utilities

Outlook - Decline over Next Five Years

As they did in 1988, construction expenditures in this segment are expected to decline through to
the mid-1990's, because of both the widespread surplus of generating capacity and the utilities’
aversion to the financial risk of new power plant construction. Risk considerations have increased
during the 1980's because of more stringent regulations, nuclear power problems, investor
caution, tax reform!, and other factors.

The decline in new plant construction may be offset somewhat by growth in retrofitting of existing
plants, and in expenditures on transmission systems. Canadian firms with experience in building

linterest incurred during power plant construction must be capitalized rather than expensed, as of 1986.
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Table 3-4: Report Card on the Nation's Public Works
(source: Report on Amenica's Public Works)
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Canada's impressive stock of electrical facilities and transmission systems may be interested in
pursuing similar American opportunities. Legislation due for consideration by the Congress in
late-1989, proposes extensive reductions in sulphur and nitrogen emissions from coal plants by
1998. If passed, it would instigate large expenditures on scrubbers and other construction-
intensive devices.

3.3 CONSTRUCTION OF PUBLIC WORKS

Introduction

It is estimated that local governments direct 49 percent of all public works spending in the United
States, the federal government 27 percent, and the state governments the remaining 24 percent.
However, as in Canada, there is considerable overlap between the various levels of American
publicly funded construction projects - for example, in 1988, some 42 percent of state and local
construction spending involved federally funding. Taking these transfers into account reveals that
the federal government! paid for 12 percent of all new construction put in place in 1988, and for
around one-half of total public works construction. On average, sixty percent of American public
works spending is on operations and maintenance, and forty percent on capital expenditure.

Federal construction expenditures have been decreasing in recent years - as a percent of new
construction put in place, federal expenditures have decreased from 22 percent in 1981 to the 12
percent figure in 1988. As a percent of total fedeml spending, they have decreased from 6.3
percent in 1982 to four percent in 1989. Given thc federal emphasis on deficit reduction, some
industry observers feel that the impetus for infrastructure and other public improvements will
further shift to the state and local level2.

Indeed, investment in American infrastructure by, all public levels have generally been in decline
since the 1950's. Where American spending on pubhc works accounted for nineteen percent of
government expenditures in 1950, it accounts for about 6-7 percent in 1989. No major new airport
has been built in the U.S. since 1974. Of the 3.88 million miles of roads in the nation, 92 percent
was built before 1960. To compound matters, l.tll the face of these decreased capital investments,

1Of this total of SUS 48 billion in federal construction spending, some SUS 23 billion takes the form of grants,
$US 9 billion in loans, and $US 16 billion in direct federal purchases. The federal government also provided SUS
62 billion in construction-related loan guarantees in 1988. Further information on federal construction spending is
gro\nded in Appendix F.

However, a recent consideration in this regard is the Mmg of historic east-west military tensions, and the
redmmgofmePemagon budget by some20pacemoverthree years. American cOnstruction organizations are
suggesting that these funds be directed toward i unpmvmg the American infrastructure.
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Table 3-5: 1987 Estimate of the Total Infrastructure Needs of the United States

Total Timeframe Annual
$US billion Years $US billion

Potable Water. 142 20 7.1
Wastewater 553 20 27.6
Drainage 120 20 6.0
Housing 312 15 20.8
Hospitals 147 10 14.7
Educational Facilities 55 11 5.0
Prisons 8 7 1.1
Post Offices 7 5 1.4
Locks 17 22 0.8
Ports 5 10 0.5
Waterways 34 20 1.7
Dams and Reservoirs 94 10 9.4
Railroads 36 10 3.6
Mass Transit 31 5 6.3
Highways 1639 25 65.5
Airports 34 6 5.7
Bridges 53 20 27
Totals 3288 22 180

Source: Associated General Contractors of America




airline passenger travel has doubled and motor vehicle travel has increased 27 percent during the
past decade.

A report on America's public works submitted to Congress in 1988 (an excerpt from this report is
provided opposite) recommended a doubling of annual U.S. public works investment to improve
America's infrastructure. In addition, there has recently been considerable media interest,
including cover stories in Time and Barrons, regarding the state of the nation's public works. The
general sentiment of many industry participants is that infrastructure investrments will have to be
made, essentially forced on Americans by the fact that the cost of inaction exceeds the cost of
action!. According to Professor James McKeller of MIT, American infrastructure is in much
worse shapé than Canadian infrastructure. In this sense it may be an opportune time for Canadian
infrastructure construction firms to examine particular U.S. regions in more detail.

As projected by Merrill Lynch in their review? of the infrastructure scene in the U.S., public
construction outlays on infrastructure will show srong growth as the 1990's proceed. Public
capital spending per $100 of private capital spending has fallen from $15 in the early 1960's to
around $6 in 1988. The physical stock of infrastructure assets has deteriorated markedly in the
U.S. in recent years and many components of the U.S. infrastructure appear to be approaching the
end of their life-cycles. As indicated in Table 3-5, the Associated General Contractors (AGC)
estimate that some $US 180 billion in annual expenditures will be required in coming years to
renew and maintain the infrastructure, a doubling of the estimated $US 90 billion spent on
infrastructure in 1988. It is likely that, given the self-interest lying behind these estimates, the
AGC figures represent the high end of the range of estimates.

Economic development officials, in response to a survey by Site Selection magazine, reinforce the
view held by the AGC and Merrill Lynch. Road improvement and expansion was cited most often
(by 80 percent of the 7,500 responding development agencies) as requiring investment, followed
by solid waste disposal, sewage treattnent and water treatrment systems. Rail transit and public
transportation were the infrastructure areas least concerning the respondents, although more than
one-quarter felt that these areas needed improvement as well. There is a considerable regional
variance to the Site Selection responses, with the New England respondents expressing by far the

Ifor example, the Port Authority of New York and New Jersey estimates that the region has lost 600,000 jobs as a
direct result of infrastructure deterioration.
2Infrastructure: Update on Work in Progress; Merrill Lynch; October, 1988.
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greatest infrastructure concern and officials in the north-central states, where the cities tend to be
newer, (Iowa, Kansas, Missouri, Minnesota, Nebraska, Dakotas) expressing the least concern.

While trust funds, specialized taxes and municipal bonds remain the most common methods of
infrastructure funding, there is a movement toward the privatization of infrastructure
developments. For example, one-third of cit)" and county governments! intend to privatize parts of
the road-tunnel network, sewers and waste-water treatment plants, while one-quarter intend to
privatize portions of the water main and potable water treatment system. For this reason, the study
estimates that local government contracting with the private sector, totaling $US 100 billion in
1987, could amount to $US 3,000 billion by the year 2000.

As indicated in Table 2-4 (opposite Page 8), the real level of public works construction increased
slightly in 1988, led by strong spending for highways, water supply facilities and schools. Real
public sector expenditures overall are expected to continue to grow marginally as modest increases
in state and local spending offset small declines in federal construction expenditures. The seven-
year economic recovery from 1982-89 has improved the ability of states and municipaliges to
finance construction. Similarly, the residential and commercial construction activity of the past five
years has stimulated, and will continue to require the construction of related infrastructure. The
view of the /ndustrial and ENR Outlooks is that expenditures on schools, water supply,
maintenance and repair, hospitals, and highways will rank among the strongest public segments
during the next couple of years, while spending on military construction and public power plants
will be weak for at least five years.

The Water Resources Act of 1986, the Clean Water Act of 1987, and the Surface Transportation
Assistance Act of 1987 will have significant long-term effects upon public works construction.
The first of these Acts provided cost-sharing arrangements for over 180 water resources
construction projects, and as as result, construction of dams, canals, harbours, irrigation systems,
and related activity will remain high for the better part of a decade. The Clean Water Act provides
up to $US 3 billion annually for sewage system construction through to 1994. The Surface
Transportation Act, as discussed in the following section, extends an existing,$US 14 billion
annual highway construction program? through to 1993. The following sections discuss
individual public construction areas in more detail.

lbased on the findings of a comprehensive 1987 study by Touche Ross.
2This is the largest public works program in the United States.
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3.3.1 Roads, Highways and Bridges

Outlook - Slight Increase over Next Five Years

The aging of the vast American highway network will require strong levels of maintenance and
repair for the foreseeable future. The recent rapid increases in highway-passenger-miles and the
fact that states are specifying tighter smoothness tolerances will also lead to growing expenditures.

While the 1987 extension of the Surface Transportation Act ensures a reasonably stable level of
highway construction, it does not provide for funding increases over the original 1982 version.
However, it is possible that the federal government will increase expenditures from its Highway
Trust Fund in order to prevent a decline in the highway infrastructure!. Federal, state and local
governments have stated that highway and bridge infrastructure expenditures are of high priority.
Some high profile problems such as the recent collapse of a bridge in Tennessee, which claimed
three lives, have heightened the profile of the issue. Similarly, the collapse of Oakland's Highway
880 during the October 1989 earthquake in northern California may lead to increased awareness
and expenditures on highway and bridge strengthening and upgrading.

The federal Secretary of Transportation has stated that cooperative efforts between private and
public sectors will be an increasingly common method of financing infrastructure rehabilitation. In
an environment of reduced federal funding, the states which employ bond-fundings, gas tax hikes
(a growing trend), toll-road increases and other fundraising strategies will be successful, while
states and local governments unable to respond to the privatization thrust will be increasingly hurt
by reduced federal allocations. The federal government has also presented plans to introduce a
gasoline tax to reduce the deficit rather than fund highway construction, although such a move is
being strongly opposed by the infrastructure community.

Combined state and federal highway maintenance and repair expenditures totalled $US 25 billion in
1988, up 13 percent from 1987. Overall, these areas are expected to expand during the next
decade as the road network expands and ages.2 While some of this expenditure includes routine
maintenance and grass cutting, the bulk involves road and bridge repaving and painting. Highway
- passenger miles lzave increased substantially in recent years and annual highway expenditure

1'The Highway Trust Fund amounts to some twenty billion dollars destined eventually for highway spending.
Various infrastructure experts suggested that this sum, resting in the general federal account, is being dispensed very
slowly by the federal government in order to improve the appearance of the overall budget deficit situation. There is
a movement to have dedicated rust funds such as this taken "off-budget” in order to remove the incentive for
50vemmcms to use them for appearance's sake.

The Rebuild America Coalition estimates that one million miles of American highways will have to be resurfaced
by the year 2000. .
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requirements in the $US 65 billion range will be required in order, both, to maintain the existing ‘)
$US 500 billion asset stock, and to construct new highways.

The June, 1989 issue of Constructor Magazine identified ten of the most highly congested
highways in the United States, suggesting areas where future construction expenditures may be
required. They are, in order: Interstate 75, Northwest of Atlanta; Southeast Expressway, Boston;
Dan Ryan Expressway, Chicago; Interstate 94 "Malfunction Junction”, Detroit; Route 59 and
Interstate 610, Southwest of Houston; San Diego Freeway, South of Los Angeles; Cross Bronx
Expressway, New York City; San Francisco-Oakland Bay Bridge; Interstate 405, Southwest of
Seattle; and the Woodrow Wilson Memorial Bridge, South of Washington, DC.

Highway expenditures, according to the AGC 1989 Annual Survey, will be strongest in the West
Region (California), while the New England, Northeast and Great Lake states also envision strong
markets. A document! entitled Linking America, produced by the National Association of
Counties provides a detailed overview of highway, road and bridge spending on a state-by-state
basis and would be a useful source for Canadian firms interested in this segment.

Many state highway departments have been increasingly specifying tighter smoothness tolerances,
and have been building penalties and incentives into their contracts. This may lead to increased
demand for new pavers capable of meeting these incentive clauses. Canadian entrants in this field
should be aware of this trend.

Approximately $US 6.5 billion, or one-quarter of total highway construction expenditures, was
directed toward bridges and tunnels in 1988. Expenditures in these two areas, while curtailed in
recent budgets, are nonetheless expected to be stronger in the long-term than expenditure on
highway flatwork, as some 23 percent (over 240,000) of the nation’s highway bridges are
described as structurally deficient, and 21 percent as functionally obsolete by the Federal Highway
Administration. Rehabilitation of these bridges would cost an estimated $US 51 billion. Itis
estimated that the bridges of New York City alone will require $US 5 billion in investment by the
year 2000.

e}

1The document is available from the Association at 440 First St. N.W.; Washington, D.C.; 20001; telephone (202)
393-6226. '
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3.3.2 Mass Transit

" Qutlook - Slight Increase over Next Five Years
Mass transit systems continue to be a dominant area of future transportation planning. Some fifty
American cities are currently studying or planning transit systems, a fact which may be of interest
to qualified Canadian contractors. A combination of funding sources, including private sector
funding, special taxes, special assessments, and other measures are being considered for the
financing of these projects.

Although ventures such as car pool lanes have not worked well in Los Angeles, and although the
layout of the city (being a sprawling mass of housing and sub-cities) does not lend itself to rapid
transit, residents of the region consistently rank transportation problems among their top concerns.
Los Angeles, as a result, has ambitious mass transit plans, including:

* an initial 4.4 mile ($US 1.3 billion) strip of heavy rail through the downtown area, with five
stations;
+ a 12 mile ($US 3 billion) extension of this line up to North Hollywood, with twelve stations;
« 222 mile (US 900 million) light rail line from Long Beach to downtown;
* aneventual 150 miles of mass transit! with a 20-40 year horizon, broken down into one-third
_ heavy rail, one-third light rail, and one-third dedicated bus routes.

The financing pattern for these projects is typical for the nation's mass transit projects in general.
Whereas federal funding covered 90 percent of mass transit projects through to the late 1960's, this
share has now decreased to about fifty percent. The remainder is drawn through a number of state,
county, city, sales tax, and other sources. Contracts for these projects are awarded to the lowest
bidder2.

lthe Pacific Electric Railroad had a 1100 mile rail network covering the Los Angeles region until the early 1960's,
when the popularity of the automobile made it uneconomic. Some of these right-of-ways still exist and may fit into
funire transit plans.

2in the case of Los Angeles, the Southern California Rapid Transit District and the Los Angeles County Transit

. Commission are battling over who has ultimate authority over transit plans, contract awarding and related matters,
with the latter expected to ultimately emerge victorious. Cantracts for the ongoing work have been awarded to
Shank Ohbayashi (a joint venture of a Denver wnneler and a Japanese silent financier) worth SUS 45 million,
Atkinson worth $US 39 million, Tutor Saliba Perini worth SUS 108 million, Tutor Saliba Groves worth $US 62
million, Bechtel worth $US 36 million, among others. (It is interesting to note that our L.A. sources described the
Lovat tunnelling machine, produced by Lovat Tunne! Inc of Toronto, although not being used in this instance, as
the best soft-ground wunnelling machine in the world, a view which may benefit Canadian firms close 0 Lovat.)
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Seattle also has ambitious transit plans, with the region envisioning: a 15-20 mile rail system worth ‘b
$US 1 billion; a 1.3 mile bus mnnel (for which a British Columbia contractor won some work); the
possible conversion of a recently completed “floating” interstate bridge to accommeodate rail; and a
proposed gas tax increase of 3-9 cents per gallon which has yet to pass the legislature.

The Bay Area Rapid Transit authority in the San Francisco-Qakland region also has bold plans,
including a three-stage, $US 5.5 billion project encompassing a total of 43 stations, 140 miles of
track, and five new maintenance yards. The funding for BART comes from a 1.5 cent per gallon
county sales tax, bridge tolls, and several dozen other sources.

In.Florida. federal legislation has empowered the state commission to issue tax-exempt bonds to
finance high-speed inter-city rail services. The franchise for a 300 mile system is to be awarded in
1991, and Canadian firms experienced in such areas may wish to further investigate this
opportunity.

_ Similarly Portland has recently opened a fifteen mile light rail line and is.currcmly planning a 10-15
mile extension to its western regions. Vancouver, a Washington bedroom community of Portland,
and Spokane are other western communities considering rail transit projects.

Denver possesses some of the dirtiest air and choked traffic in the nation and has had a one
hundred mile transit system in the planning stage since a 1973 dedicated gas tax increase. In-
fighting, the huge size of the area, rural versus non-rural disputes and a strong pro-highway lobby
have hampered progress to date although there are signs that progress is imminent.

Honolulu has a 15-18 mile rail system worth $US 1 billion under consideration, while Salt Lake
City is considering a sixteen mile, $US 224 million, rail system along an existing right-of-way.

As mentioned previously, there are some fifty American mass transit projects at various stages of
planning and implementation, many of which may be of interest to Canadian firms.

3.3.3 Airports and Airways

QOutlook - Slight Increase over the Next Five Years

There are a number of factors contributing to what is expected to be long-term increases in
spending in this segment. There are more airports in the United States (16,300) than in the rest of
the world combined, and the volume of air travel has increased steadily since 1974. Forecasts
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suggest that the volume of air travel will grow at around five percent annually to the year 2000.
Airport delays, congestion, and the need for new control systems will necessitate capital

" expenditures, as estimated in Table 3-5, totalling as much as $US 6 billion annually (the Federal
Aviation Administration has a budget of around $US 1.4 billion for 1989 for airport maintenance,
resurfacing and expansion) if the system is to remain safe and efficient.

Given the vested interests of the source of this estimate, the figures of Table 3-5 are likely on the
high side. Improvements in air handling efficiency could be accomplished through technological
innovations such as a device known as "quick scan” radar. Already installed in Raleigh, North
Carolina, this radar is capable of revising aircraft screen positions ten times quicker than preﬁous
radar technology. Through increasing the use of existing parallel runways, installation of such
radar would allow for 30 percent capacity expansions without having to invest in new runway
construction.

3.3.4 Health Care

Outlook - Increase over Next Five Years

Health care construction is very active in the United States, expanding at 14 percent in 1988, with
growth figures of at least five percent projected well into the next decade. Health expenditures will
be largest in those states with an expanding elderly community!. There is a continuing trend to
locate specialized health care facilities close to the market rather than within centralized hospitals.
Emergency care facilities, out-patient clinics, dialysis clinics, nursing homes and other facilities are
widespread, and expenditures in these areas are expected to climb as the population continues to
age. Retirement communities, congregate housing and life-care communities will also be required
in increasing numbers in the United States. The conversion of existing buildings to outpatient
facilities will be common as well. -

Construction industry insiders suggest that profit margins may be squeezed in the health care area
(as in some manufacturing facilities) as large firms such as Marriott and 5-6 others active in health
care developments, have intimate awareness of construction costs, margins and techniques. This
work is typically private-sector funded, and contracted to firms specialized in building health care
facilities.

! such as New York, Ohio, Illinois, Pennsylvania, Florida, Texas, California, and Arizona.
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The Veterans Administration will spend around $US 500 million for general and extended care
facilides in 1989, as part of a four percent increase in federal health care funding. State and
municipal health care expenditures will increase by around six percent in 1989.

3.3.5 Environmental Construction

Outlook - Increase over Next Five Years

Environmental construction is somewhat of a catch-all category. Like the environmental service
industries, many environmental sub-segments are currently evolving and only now being
statistically defined. The environmental areas in general represent potentially enormous
expenditures and revenues for well-positioned firms.

It is projected that the Environmental Protection Agency could produce 280 regulations in 1989
dealing with toxic waste, drinking water, and a wide range of other environmental areas. The
Environmental Protection Agency's Superfund will spend $US 2 billion on 175 toxic waste
projects in 1989, a mere fraction of the total levels which are expected over the next decade. While
the Superfund has set aside a total of $US 10.5 billion for toxic cleanup, experts suggest that the
final cleanup bill will exceed this by a considerable amount. This opportunity may be of interest to
those Canadian firms experienced in the environmental construction area, although insurance and
lidgation matters must be considered.

In addition, an estimated forty percent of American communities face growth constraints because
of sewage facilities and systéms which are strained to capacity. Itis hoped that recent changes to
the Clean Water Act will stimulate expenditures in this area. In other environmental areas, a
number of communities are repairing, cleaning, designing and developing their waterfronts, and
opportunities are felt to exist for qualified Canadian contractors in this area. Certain Canadian
engineering firms, for example, are winning sizeable waterfront design contracts.

The asbestos removal scene has been quite active in many regions, with the result being that many
subcontractors have entered the fray. Environmental areas such as hazardous waste management
are subject to high risks and problems with liabilities and lawsuits. These are not highly
recommended environmental opportunities for Canadian firms. Indeed, the risks and insurance
costs are such that many reputable American firms are staying away from the areas.! Canadian

1Given the number of reputable U.S. firms staying away, there is some discussion regarding having the federal
government mdemnﬁywmacmagamaMpmychummuhngﬁomﬂedean-mofSupethmdous
waste sites, unless gross negligence is involved.
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firms may also likely find its difficult to get bonding and insurance. Califomnia is arguably the area
of highest environmental activity in the nation. The recent strengthening of California's South
Coast Air Quality Management Agency, with some 250 bureaucrats in the enforcement group, will
lead to considerable alterations and expense in building design and operation. Such agencies will
likely play increasing roles in the future.

3.3.6 Waste Disposal Systems

Outlook - Increase over Next Five Years

Sewer expenditures declined in 1988 in line with the decreased levels of housing and commercial
construction activity and the decline in federal funding for treatment plant construction. Around
$US 9 billion worth of sewer construction was invested in the United States in 1988 - an increase
of forty percent over 1982 levels, although a decrease from the record expenditure in 1987.
Federal funds for wastewater construction have declined in recent years and currently amount to .
$US 1.2 billion (1989 EPA budget) annually.

Given that an estimated forty percent of all communities in the country face growth constraints
because of sewage facilities operating at near capacity, given that the federal government is
encouraging an upgrading to secondary treatment status, and given that 29 million Americans are
not served by sewage treatment facilities at all, it is likely that annual expenditures in this area will
show steady increases in the longer terml. Collector and interceptor sewers are two areas in
particular need, according to the Environmental Protection Agency.

In the area of funding, sewer (and water) expenditures in the U.S. are publicly funded, with the
exception of Texas where some privately incorporated water districts have been given public
franchises. A typical U.S. project would be as envisioned in Seattle, where $US 500 million will
be spent to upgrade facilities to secondary treatment status and where funding will come from local
funds, short-term borrowing, and to a lesser extent state and federal sources. The federal
government's Clean Water Act has been recently restructured, replacing direct community grants
with low-interest revolving loans. The extent to which state and local governments support, and
indeed augment, the new loan program will directly affect the state of the sewage system
construction segment during the 1990's.

1Denver is one example of a city in need of substantial sewer expenditures. It is currently upgrading its system at a
cost of 3US 53 million.
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As in Canada, sewage treatment plants are mechanically intensive - the mechanical subtrade in the 0
U.S. is described as "a tough tight-margin business"”, with the result being that there are

increasingly fewer good mechanical contractors. Qualified Canadian mechanical firms may find a
profitable niche in the United States, given what appears to currently be a shortage of good

American companies.

3.3.7 Water Supply Systems

Outlook - Increase over Next Five Years

The buoyancy of the municipal bond market, the improved financial condition of local
governments, and the fairly high level of single-family housing construction have contributed to
strong levels of construction in this segment in recent years, levels which are expected to remain
fairly strong for the next five years. Replacement of aqueduct systems in older cities will also be a
steady source of activity for many years. The Water Resources Act has expanded the role of the
federal government in municipal water supply and may eventually serve to increase the amount of
federal funding for water supply construction. The new federal Safe Drinking Water Act provides
for new quality standards and will also result in upgrading and reworking of existing facilities,
particularly in smaller communities.

The U.S. has under-invested in water transport and potable water treatment facilities during the
past decade, particularly in some northeastern and midwestern systems where it is estimated that as
much as fifty percent of transmitted water is lost through leakage. Estimates from the Associated
General Contractors of the annual requirement for capital spending on water supply facilities
suggest at least $US 6-8 billion will be spent annually for the next two decades (compared to $US
4 billion in 1988). Two-thirds of this sum will be spent on distribution systems, and one-third on
treatment facilities.

Together, three federal agencies - the Engineering Corps, the Bureau of Reclamation and the
Tennessee Valley Authority - spend about $US 4 billion annually on water resource development
and protection. While the TVA is reducing its power system construction program, the other
federal water resources programs will increase during the next couple of years. -

Among notable activides being undertaken in the water supply segment are:
° atotal of 181 new water resource construction projects authorized by the Water Resources
Act will keep construction in this segment high for the next decade;
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« the Corps of Engineers has received authorization to start sixteen water projects valued at
around $US 1.6 billion, highlighted by a $US 800 million lock and dam in Kenwcky;

+ the Bureau of Reclamation is undertaking a half-billion dollar irrigation project in Colorado
and New Mexico,;

e Colorado is also home to a $US 500 million water supply and dam project to supply Denver,
as well as a $US 110 million reservoir and water delivery project;

» Rhode Island and the Engineering Corps hope to combine on a $US 260 million project to
supply water to Providence; .

» San Antonio has approved a $US 190 million dam to augment the security of its water
supply;

» Suffolk, Virginia may proceed with a large desalination plant;

+ Southern California may invest SUS 200 million to line two leaking irrigation canals;

° San Diego may proceed with a large water-desalination plan.

Canadian firms may wish to explore these and other projects in more detail.

3.3.8 Educational and Correctional Buildings

Outlook - Increase over Next Five Years

For various reasons, construction expenditures on schools, libraries and museums increased
significantly in 1988 and will increase through to the early-1990's. The offspring of the baby
boom generation are currently entering elementary school and expenditures will likely precede this
generation through the school system. There is a constant process in most U.S. regions where old
schools, or schools in regions of declining population, are phased out or converted, at the same
time as new schools are built in growing regions. This ensures an ongoing stream of school
construction. There have also been some "mega schools” built recently, which are large (3US 25
million) projects in the midst of growing population areas.

Canadian firms should note that school construction in the U.S. is very competitive as there is
minimal technical expertise required and the projects, being publicly-financed, are awarded to the
lowest bidder. While, the mega schools may afford higher profitability than standard schools
projects, in general this is not a highly recommended area for Canadian firms.

According to the Society for College and University Planning, university spending is expected to
be strong during the next five years as deteriorating campuses are rebuilt. Federal austerity plans,
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such as the Gramm-Rudman budget balancing legislation, have pushed educational building largely G
_under the responsibility of states and municipalites.

According to the American Correctional Association, some $US 2 billion will be spent in 1989 by
public and private groups in order to generate some 43,000 beds in correctional facilities. As
ninety percent of the inmate population is housed in state prisons, the onus for prison capital
funding is on state governments. California, Texas, Michigan, New York and Florida are felt to
offer particular opportunities in prison construction.

3.3.9 Military and NASA Construction

Outlook - Decline over Next Five Years ‘

Construction in the military segment peaked in 1987 after six years of rapid annual increases.
Budgetary concerns are expected to impact upon this segment in a strongly negative manner.
Furthermore, improvements in east-west relations are expected to result in further defence
reductions. Construction expenditures on airfields, radar installations, military roads and other
installations are expected to fall behind inflation during the next several years. Despite budgetary
decreases, defence and related expenditures will still be substantial (particularly compared to
Canadian per capita levels), including around $US 3.3 billion for military family housing, $US q
500 million for environmental spending! by the Department of Defence, $US 250 million for
repair and cleanup of weapons facilities, and $US 1 billion on chemical weapons disposal plants
for the army.

Information on planned federal defence expenditures is available in Construction Programs - DOD
Budger 90/91, including documentation on all defence construction projects on a state-by-state
basis. The Canadian Embassy in Washington? has access to this document and should be
contacted directly for further information.

The NASA construction budget, on the other hand, is increasing substantially after the virtual halt
in activity with the 1986 shunle accident. Construction expenditures to maintain the physical assets
of NASA are projected to increase from $US 178 million in 1988 to $US 260 million in 1989 and

lthe Department of Energy's aging nuclear weapons complex, with leaky reactors and long-neglected waste dumps,

has become a priority for the government and is a potental bonanza for construction firms with experience in these

areas, and with security clearance. Some estimates place total expenditures as high as SUS 81 billion over 21 years.

Zcontact Brian Oak at (202) 785-1400. ‘
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‘ $US 342 million in 1990. Hawaii, Florida, California, and Mississippi are prominent states in this
regard. '
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Table 4-1: The States - Population Rankings, Population Growth and Per Capita Income

Population in 100,000 Percent Growth in Popul. Per Cap. Income*
1988 1980 1950 1980-88 1950-88 1988
United States 2458 2265 1513 2% 62% 17058
California 282 237 106 19% 166% 18936
New York 179 176 148 2% 21% 20279
Texas 168 142 717 18% 118% 18095
Florida 124 97 28 28% 343% 14355
Pennsylvania 120 119 105 1% 14% 15333
Iinois 115 114 87 1% 32% 18261
Ohio 109 - 108 79 1% 38% 16147
Michigan 93 93 64 0% 45% 16452
New Jersey 77 74 48 4% 60% 20130
North Carolina 65 59 41 10% 59% 15538
Georgia 64 55 34 16% 88% 16094
Virginia 60 53 33 13% 82% 17333
Massachusetts 59 57 47 4% 26% 19661
Indiana 56 55 39 2% 44% 15179
Missouri » 51 49 40 4% 28% 16471
Wisconsin 49 47 34 4% 44°% 15714
Tennessee 49 46 33 7% 48% 14694
Maryland 46 42 23 10% 100% 16739
Washington 46 41 24 12% 92% 16957
Louisiana 44 42 27 . 5% 63% 16818
Minnesota 43 41 30 5% 43% 17674
Alabama 41 39 KR 5% 32% 13415
Kentucky - 37 37 29 0% 28% 14324
South Carolina 35 31 21 13% 67% 12857

Note: table continued on following page
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SECTION FOUR: ACTIVITY AND OUTLOOK BY REGION

4.1 INTRODUCTION

In a market as large as that of the United States, an appreciation of regional differences in growth,
unionization levels, wages, costs, taxes, and local competitors is essential for firms that are serious
in their intent to enter the construction market. This Section provides basic information on the
market size, characteristics and trends of the various regions of the United States.

Regional Growth

As discussed in the introduction to this report, the American market encompasses nine regions,
each of which approaches the population of Canada as a whole. As indicated in Table 2-2
(opposite page 6), the South and West Regions have enjoyed the highest population growth levels

_during the 1980's. The two divisions of the Northeast Region have the highest Per Capita Gross

State Product levels, while the divisions of the South Region generally have the lowest levels of
per capita economic output.

At the individual state level, as described in Table 4-1, California, New York, Texas, Florida and
Pennsylvania are the five most populous states, while Nevada, Arizona, Florida, Alaska and New
Hampshire have shown the greatest percent population increases during the 1980's. The District
of Columbia, Alaska, Wyoming, Connecticut, New York, New Jersey, Massachusetts and
California have the highest levels of per capita gross state product. Table 4-2 presents the regional
breakdown of construction spending. The figures typically follow population patterns although
certain individual segments, such as Religious Buildings in the South, vary from what one would
expect based solely on population.

Boom Regions

Information provided by Cognetics Inc to the Wall Street Journal predicts that the fastest growing
"Boom Towns of the 1990's” will include the following: the Marietta and Roswell region of
Georgia; the Dallas and Richardson region of Texas; the Troy and Warren area of Michigan; the
Scottsdale and Sun City region of Arizona; the Newport Beach and Laguna region of California;
the Herndon and Manassas region of Virginia; the Santa Ana and Costa Mesa area of California;
the Virginia Beach and Chesapeake area of Virginia; the East Brunswick area of New Jersey; and
the Orlando and Kissimmee region of Florida.

Typically located on the fringes of larger metropolitan areas, these are formerly sleepy towns
suddenly transformed by the infusion of new office parks, numerous small companies, and
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‘ thousands of new employees. The trend toward expansion of these "exurban job centres” is
expected to continue through the 1990's as improved telecommunication systems, congestion, and
a myriad of other factors combine to minimize the importance of location, and to make remote
spots increasingly convenient for entrepreneurs.

Time Magazine, in a February 1989 issue, discussed the trend toward "second tier” cities, wherein
an increasing number of refugees as well as Americans are choosing to settle in cities of a size large
enough to be economically and culturally alive yet manageable enough to avoid urban blight. The
population typically ranges from 150,000 to around a haif-million residents. The cities combine
good jobs, affordable housing, relatively low crime and a lack of pretension - indeed many of these

cities were formerly considered ugly ducklings. These cities are often overshadowed by larger
cites in the state, even though some, such as Columbus, have generated 100,000 new jobs during
the 1980's. In the article Time described the ten hottest "second der” cities as being: St. Paul,
Minnesota; Birmingham, Alabama; Portland, Oregon; Fort Worth, Texas; Orlando, Florida;
Sacramento, California; Providence, Rhode Island; Charlotte, North Carolina; Columbus, Ohio;
and Albuquerque, New Mexico.

‘ A study published in the annual report of the San Francisco Bay Conservation and Development
Commission projects the fastest growing job markets during the 1988-1992 period to be in order,
Sacramento, San Diego, Tampa, Riverside, Phoenix, Fort Lauderdale, San Jose, Anaheim, D.C.,
Oakland, Atlanta, Norfolk, Miami, Seattle, Nassau County, San Antonio and Boston.

The following pages examine the construction market trends and characteristics for, in order, the
West, South, Midwest and Northeast Regions. During the course of the study, we have
encountered various random items on particular American cities. As some of these may be of
interest to Canadian firms, we have included them in this Section, under the heading of ciry notes.
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4.2 WEST REGION
Mounzain Division = Colorado, Idaho, Montana, Utah, Wyoming, Arizona, N Mexico, Nevada
Pacific Division California, Oregon, Washington, Alaska, Hawaii

The western states are attractive areas for contractors for a number of reasons. As indicated in
Tables 1-2 and 4-1, they have seen the most rapid population increases of any American area
during the 1980's, with four states - Nevada, Arizona, California and Alaska - ranking among the
ten fastest growing states in the country. Populaton increases through the year 2010 are projected
to range up to forty percent. Residents of Texas, Hong Kong, Mexico and other areas enter, the
state at an annual rate of some 300,000 people. States of the Mountain Division also have low
unionization levels and consequently offer the third lowest wages of the nine divisions in the
United States. In additon to being rapidly growing, the largest state in the Region, California,
offers a construction market which approximates the size of the Canadian market - current
projections for 1989 indicate $US 43 billion! worth of new construction in California.

In public works construction, the region is an earthquake sensitive zone and a considerabie volume
of related constructon is anticipated. For example, Salt Lake City recently completed a $30 million
retrofitting of its municipal building with base isolators. Seismic isolation such as this is expected
to become quite common in bridges with spans of over three hundred feet.

Many western states, particularly California and Arizona, have water-related concerns and have
directed significant expenditures toward irrigation, dams, and water movement projects?. Pumping
of groundwater currently accounts for 60 percent of California's water needs, versus a more
common level of 40 percent for other regions. Future droughts in California and surrounding
states would lead to increased construction spending on dams, reservoirs and water transport.
Canadian firms experienced in water-related construction may wish to pursue jobs in this region -
the region's population, wealth, and increasing water needs? suggest that activity will be high for
decades to come.

lcomprising roughly 60 percent residential buildings (about ten percent of this sixty percent is for alterations and
additions), 30 percent nonresidential buildings, and 10 percent heavy construction expenditures.

Zthis is also true of many states in the Southern Region A :

3While the public may be capable of restraining water consumption somewhat, industrial restraints may be more
difficult. Technologically-based firms in the Silicon Valley are high water consumers for use on circuit boards and
other components.
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Table 4-2: Regional Construclion Spending in 1987 by Segment

All Reglons Northeast Midwost South West
§ ten million 8 ten million 8 ten million $ ten million 8 ten million
Tolal in 87 Totad In 87 Tolal in ‘87 Tolal in ‘87 Tolal in ‘87
Totet Private Nonresidontiai 2169 19686 2008 3212 1604
industrial: 1371 293 364 442 253
- manufacturing plants ' 1181 216 334 405 226
- other industrial bulidings 100 ’ 77 50 37 27
Oflice 2643 724 502 87e6 542
Hotels and Motels 738 126 126 . 230 287
Other Commerdal: 2002 490 682 1069 6681
- retalldservice value>$imition 131§ 223 280 534 278
- relafidservice value<$tmiltion 769 123 206 286 168
- commercial warehouses 683 a1 142 180 180
- other commerclal bulldings 234 63 54 60 48
Religious 275 27 63’ 121 64
Educational 344 105 52 130 56
Hospital end Institutional: 604 170 138 207 82
- hospitals, cilnics, infirmaries 433 138 85 150 60
- nursing homes, rest homes, other 170 32 50 57 32
Miscellaneous Private Nonsesidentlal 324 52 64 138 70
TJotal Stete and Local Public Constr. 6096 1108 1362 2233 1374
Buildings: 2036 361 454 ’ 721 500
housing and redevelopment 106 J2 20 33 21
educational: 683 131 219 334 200
- primary end secondary schocls 629 102 132 237 158
- higher educational leciiities 199 19 71 IA) 39
- other educational lacilities 56 10 17 - 26 3
hospltal ’ 17 24 22 58 13
other bulidings: - 929 174 193 206 267
- general administration 198 35 41 77 42
- police, lire, and correctionsl 263 39 58 56 t
- miscellaneous other bulldings . 471 100 04 163 114
Nonbullding: 4060 747 028 1511 873
Highways and Streels: 2233 418 503 871 441
- roads 1821 332 405 701 382
- bridges, overpasses, and tunnels 412 87 ’ 97 169 59
Conservation and Development 120 1" 11 46 52
. Sewer Syslems: 884 177 256 295 156
- trealmen) plants 810 100 158 183 70
- lines 1583 at 37 50 s
- other sewer-relaled 221 46 61 62 51
Water Supply Fadlities 360 48 . 686 158 88
Misceflaneous Nonbullding Construciion 463 93 93 141 136
- amusement and recrealional facility 76 11 20 286 19
- powet generaling laciilties 162 32 KR 51 48
- ofther 207 50 42 64 60

Source: U.S. Depantment of Commerce, Bureau of the Census; July, 1888.




In terms of office construction, the region's cities have vacancy rates similar to the national
average, although Sacramento and Honolulu have particularly low vacancy rates. Office vacancy
rates peaked at 20 percent in 1986, well above the 13 percent level necessary to maintain rental
rates. It is expected to take into the early-1990's until office construction reaches substantive
activity levels. Canadian firms should be aware that anti-development policies in the Northeast and
Pacific states (particularly California) are increasingly prevalent and may inhibit new construction
in many segments. San Francisco, for example, has a one-year old growth cap in place, and no
new office buildings were approved in 1988. As a result, nearby Sacramento and the Central
Valley have become active markets for new office construction. Tightening environmental
standards in California are creating construction requirements for various manufacturing industries,
creating opportunities for environmental construction firms.

The region's cities generally have industrial vacancy rates higher than the national average, with the
exception of Portland and Seattle which have very low rates. As indicated in Table 4-3, nursing
homes and educational facilities have been active areas, while power facilities and small retail
buildings are among the slow growth areas. Southern California and the surrounding states have
the largest concentration of manufacturing enterprises in the nation, with food, apparel, aerospace,
defence, electronics, chemical, and other high technology manufacturing being amongst the
dominant industries.

Mining and processing of copper in Arizona and gold in Nevada and California has been revitalized
in the past year and Canadian firms may wish to investigate related construction activity. While
California has considerable oil production and refining capacity, it nonetheless imports large
amounts of Canadian energy and there is some discussion regarding natural gas pipeline
construction from Alberta to California. Relevant Canadian contractors should stay abreast of
these developments via the Alberta government, TransCanada Pipelines and other sources.

As discussed in more detail in Section Six, the states in the Mountain Division are generally low
union areas - most of the division's states have construction unionization rates estimated in the 10-
20 percent range. With the close correlation between unionization levels and wage rates, the
weekly wages of construction workers in the mountain states averaged around $US 400 in 1987,
the third lowest level amongst the nine divisions.
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However, the Pacific states, particularly California, are quite highly unionized in the construction
. industry and average weekly wages in 1987 were in the $US 500 range. Considering the high
unionization levels, labour relations are described as fairly smooth by industry insiders - certainly
less fractous than, for example, in New York and other Northeast states.

Western Region City Notes

Albuquerque, New Mexico was identified above as one of the ten hottest areas for development in
the nation, and office buildings, hotels, cuitural centres, industrial facilites, and retail spaces are
being added to the region. The quality of life in the region, combined with the diversified economy
which is being developed, cause the Wharton and Chase Econometric Services to project :
Albuquerque to be among the nation's fastest growing cities through the year 2020.

Seattle, hit by Boeing layoffs and slowdowns in the imber industry during the past few years, has
rebounded with strong growth in a wide range of new industries. Both Seattle and nearby
Poriand have developed strong high technology, logging, shipping (Seattle) and public sectors
during recent years. Partly fueled by the bulging order books of Boeing, and quality-of-life
inflows from other states, the region is projecting strong population growth for several years to
come.

Recent major construction projects in California have included a $US 75 million printing plantin -
Los Angeles, a $US 50 million biomass plant in Fresno County, a $US 55 million sewage

. treatment plant in Sacramento County, and a $US 40 million saw mill cogeneration project in
Shasta County.

The Tucson and Phoenix regions have been overbuilt in recent years in the residendal and
commercial segments and will likely see reduced activity until the excess is absorbed. The San
Diego region has enjoyed high activity in manufacturing because of its proximity to the
“maquiladora” (cheap-labour assembly) operations in the border towns of Mexico. San Diego has
also become a centre for university medical research. Los Vegas has become a very active market
In recent years, experiencing growth as a retirement community and as a distribution centre.
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able 4-3: Five-Year Construction Trends in the West (1983 to 1987)

Highest Private Growth Segments

Private Educational Buildings +195%
Nursing and Rest Homes +191%
Commercial Warehouses _ +143%
Highest Public Growth Segments .

Police, Fire, Correctional, Other Public Buildings +226%
Public Higher Educational Buildings +144%
General Administration Buildings +133%
Lowest Private Growth Segments

Retail and Service Buildings Value Below $1 million -38%
Other Industrial Buildings -36%
Manufacturing Plants -13%
Lowest Public Growth Segments

Other Public Educational Facilities -80%
Public Power Generating Facilities -65%
Public Housing and Redevelopment 42%

note: This table illustrates the fastest and slowest growing construction segmems as measured by
the difference in construction expenditure in 1983 versus 1987.

Source: U.S. Department of Commerce; Bureau of the Census; July, 1988

Table 4-4: Five-Year Construction Irends in the South (1983 to 1987)

Highest Private Growth Segments

Private Educational Buildings +150%
Retail and Service Buildings Value Above $l million +113%
Other Commercial Buildings +60%
Highest Public Growth Segments '
Sewage Treatment Plants +161%
Amusement and Recreational Facilities +160%
Other Educatonal Facilities +136%
Lowest Private Growth Segments

Other Industrial Buildings -38%
Manufactwuring Plants -30%
Hospitals, Clinics, Infirmaries -21%
Lowest Public Growth Segments

Housing and Redevelopment -44%
Hospitals -28%
Police, Fire, Correctional, Other Public Buildings -8%

|note: This table illustrates the fastest and slowest growing construction segments as measured by
the difference in construction expenditure in 1983 versus 1987.
Source: U.S. Department of Commerce; Bureau of the Census; July, 1988




4.3 SOUTH REGION

S-Atlantic Division Delaware, D .C, Maryland, Carolina’s, Virginia's, Florida, Georgia
E-S Central Division  Alabama, Kentucky, Mississippi, Tennessee

W-S Central Division  Arkansas, Oklahoma, Texas, Louisiana

The South Region, with 13 percent population growth during the 1980's, ranks second in the
U.S., just behind the West Region's 17 percent growth level. Construction prospects in the
southern states are generally felt to be quite strong, although some areas are attempting to moderate
their growth levels.

For example, the state of Florida - which has been increasing in population by about 900 residents
per day (three percent annually) for some time - has been a popular area for Canadian construction
firms in the past. In response to the state's rapid, and some would say uncontrolled, growth, the
Florida Growth Management Act was passed in 1985 and its effect is starting to be felt The Act
required 67 countes to submit five-year development plans and is aimed at restoring some control
to the state's construction and development activity by prohibiting construction until adequate
infrastructure is in place. While the Act may slow certain types of construction, experts feel that
the rapid growth of the state will nonetheless force significant future expenditures on water,
wastewater, toxic cleanup, and solid waste projects. '

An;zongst other states in the South Region, Tennessee has enjoyed strong industrial growth during
recent years and is projecting significant expenditures on new highway construction, and on repair
of existing highways to service the new industrial belt in the state's midsection. In Texas,
economic activity will likely remain weak, given the poor outlook for oil and gas exploration and
drilling. National drilling rig counts in 1989 totalled around 900, compared to a peak level of 4000
in the early-1980's. The majority of these rigs are located in Texas, and the degree of the decline
provides a good indication of how far the Texas economy has fallen since early in the decade.
Recovery may take several years.

Table 4-4 highlights certain non-residential construction areas of high and low activity in the South
Region during the five-year period to 1987. As in the West, construction of educational facilities
was active during this period, while industrial building was a low growth segment. The South had
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received a large share of industrial construction during the past two decades and this has
contributed to the stlowdown which has occurred since 1983.

Overbuilding in the early 1980's, and the energy slowdown since 1984, has contributed to office
vacancy rates currently near 25 percent for the region as a whole, and it is expected to require at
least five years for vacancy rates to drop sufficiently to stimulate a major resurgence in office
construction. Certain cities in the northern parts of this region, including Maryland and North
Carolina, have fairly low office vacancy rates and may enjoy strong construction activity.
Baltimore has enjoyed a boom in highrise construction during the past five years and the city is
revamping its outdated master plan in order to direct future growth. With the exception of these
areas, the region’s overall office construction prospects are not bright.

Industrial vacancy rates are, with the exception of Houston, Dallas, New Orleans and Miami,
generally quite low and represent one of the region's more attractive construction segments. In
particular, Balimore, most Florida cities, Nashville and Washington have rates below five percent
and may see future activity.

With the exception of a few states, unionization levels in the southern construction industries are
low, with less than ten percent of the construction labour force belonging to unions. As a result,
weekly construction wages, at SUS 380, are the lowest of all regions. Trade labour is readily
available in all southern states and trade labour wage rates are also significantly lower than the
other regions.

South Region City Notes

The town of Herndon in Fairfax County, Virginia, twenty-three miles west of Wahington, D.C.,
has experienced a major boom in office parks, hotels, retail and high-tech facilites since 1984, as
sites near Washington became scarce and as firms attempted to cut rental expenses and commuting
time. With a resident population of only 15,000 people, the daytime population swells to 40,000.
The boom is expected to continue through the 1990's, despite efforts by some townsfolk to
maintain the rural flavour of the community.

The two-county corridor twenty miles northwest of Adanta, encompassing the towns of Marrietta
and Roswell and the counties of Cobb and Fulton, is expected to the hottest small-business boom
area in the nation. Cognetics forecasts that the area will add 124,000 new jobs between 1988 and
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able 4-5: Five-Year Construction 1rends in the Midwest (1983 to 1987) |

Highest Private Growth Segments

Other Commercial Buildings +350%
Retail and Service Buildings Value Above $1 million +254%
Manufacturing Plants +100%
Highest Public Growth Segments

Primary and Secondary Schools +164%
Sewage Treatment Plants +151%
Higher Educational Facilities +137%
Lowest Private Growth Segments

Hospitals, Clinics, Infirmaries. 41%
Other Industrial Buildings +6%
Religious Buildings +21%
Lowest Public Growth Segments

Hospitals 21%
Housing and Redevelopment . -13%
Bridges, Overpasses and Tunnels -9%

note: This table illustrates the fastest and slowest growing construction segments as measured by
the difference in construction expenditure in 1983 versus 1987.
Source: U.S. Deparmment of Commerce; Bureau of the Census; July, 1988

Table 4-6: Five-Year Construction Trends in the Northeast (1933 to 1987) |

Highest Private Growth Segments

Other Commercial Buildings +473%
Retail and Service Buildings Value Above $1 million - +254%
Religious Buildings +238%
Highest Public Growth Segments

General Administration Buildings +169%
Power Generating Facilities +167%
Sewage Treatment Plants +138%
Lowest Private Growth Segments

Nursing and Rest Homes -3%
Hospitals, Clinics, Infirmaries +7%
Hotels and Motels +47%
Lowest Public Growth Segments

Higher Educational Facilities -37%
Amusement and Recreational Facilites -21%
Housing and Redevelopment 0%

note: This table illustrates the fastest and slowest growing construction segments as measured by
the difference in construction expenditure in 1983 versus 1987.
Source: U.S. Department of Commerce; Bureau of the Census; July, 1988




1998, an increase of 146 percent. The booming service economy, the influx of Northen
companies to the South, the moderate cost of living, and technological advances such as fax and
personal computers have led to the growth in the area. The nearby Atlanta region will also
continue to see large growth in population and employment - the Atlanta Regional Commission
projects a tripling in employment in Atlanta between 1980 and 2010.

While most Texas regions have experienced reduced activity in line with the weakness in oil prices,
some construction industry insiders expressed the opinion that the concept of contrarian investing
may become more popular. What this suggests is that firms would buy into a market at the bottom
in anticipation of an eventual rebound, rather than entering strong markets at high prices and
competition. Regions such as Texas may be affected by such a trend.

4.4 MIDWEST REGION
E-N Cenrral Division lllinois, Indiana, Michigan, Ohio, Wisconsin
W-N Central Division lowa, Kansas, Minnesota, Missouri, Nebraska, N&S Dakota

Table 4-5 highlights certain non-residential construction areas of high and low activity in the
Midwest Region during the five-year period o 1987. Commercial buildings, schools and sewage
facilides have seen rapid growth, while hospitals and housing developments have been slow
growth segments.

The region contains a mix of industrial and agricultural states. The industrial states (Indiana, Ohio,
Michigan and Illinois) are quite highly unionized in construction, while the W-N Central states,
with the exception of Missouri, are not highly unionized. The states in this region have shown
virtually no population growth during the 1980's. Indeed, the two divisions in this region rank
first and second amongst the nation's slowest growing divisions during the 1980's.

The industrial states are expected to show some moderate economic growth and increased
construction activity through the early 1990's stemming from the revival of manufacturing output
and plant investment. Wisconsin is quite typical of states in this Region - plant closings cost the
state some 90,000 jobs during the 1980 to 1984 period, while revival in small manufacturing
companies have resulted in almost 30,000 jobs being added in the state during the 1984 to 1988
period. The state is an active producer of machinery and also a major producer of dairy products
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and forest products. [llinois is a prominent industrial player in the U.S., ranking first among the "
states in industrial output (appliances, televisions, cosmetics, pharmaceuticals), third in retail
consumption, and housing forty of the Fortune Top 500 firms. Missouri is also a significant

industrial presence, being dominant in the production of automobiles, beer, defence products,

machinery, apparel and processed food.

The region projects fairly strong office construction during the early-1990's, particularly if vacancy
rates fall to the expected 12 percent level which would allow rental rates to rise.

Midwest Region City Notes

Troy, Michigan which sits eighteen miles north of Detroit has benefitted from the changes which
have affected Detroit during the past decade. Many companies have left Detroit and established in
Troy. Auto makers in a leaner environment depend more on outside companies and many of these
have emerged in Troy. As a result, the city has been amongst the fastest growing regions in the
country since 1983, and will be amongst the ten fastest growing employment creators during the
rest of the century. The construction is primarily in light manufacturing facilities and offices for
engineering and other professional service companies. Dayton, Ohio has also demonstrated strong
growth in recent years. The city which was formerly dominated by tires and heavy manufacturing
has undergone an entrepreneurial recovery and has expanded its industrial economy with machine
and tool makers, printing companies, and electronics and precisions instrumentation
manufacturers.

4.5 NORTHEAST REGION
New England Division Connecticut, Maine, Mass, New Hampshire, Rhode Island, Vermont
Mid-Atlantic Division New Jersey, New York, Pennsylvania

The Northeast region enjoyed exceptional growth during most of the 1980's, as evidenced by the
growth in spending levels of the state governments. During the six-year period leading up to
1988, for example, state spending in the country as a whole increased by 52 percent, while
increases in Northeastern states ranged from 66 percent in Massachusetts to 91 percent in Maine.

However, the regional economy slowed considerably during 1989. This slowdown, combined
with the high state spending and state tax reductions during the 1982-1988 period, has constrained

Penerrating the U.S. Construction Market - The Regional Construction Scene 48



the current fiscal position of many states and state government spending will be reduced during the
next few years in response to these constraints.

Private spending in the region is expected to increase in certain segments. For example, most
states in the northeast region project increasing levels of office construction in the early-1990's, as
the region's current office vacancy rate of 13 percent approaches the strucwral rate of 9-10 percent
by 1991. The commercial market, including hotels and offices, is quite tight in the Northeast,
rental rates are high, and these segments will likely see some activity during the coming years. As
indicated in Table 4-6, commercial buildings and many public areas have seen strong growth,
while nursing homes and educational facilities have been low growth segments. Several Maritime-
Canada companies have been active in supplying stone, old-fashioned brick, and other
construction materials to the New England states, and Canadian materials have developed an
excellent reputation in the region. This may represent a potental entry point for Maritime
contractors.

In addition to being more unionized than other U.S. regions, it is also felt that the Northeast
Region has a higher "social” orientation in tendering contracts. For example, 10 percent of future
construction jobs in the Boston area must go to females. The minority set-aside requirement is a
significant issue in the region, although less so in the states of Maine and Vermont which have few
minorites.

The New England states have a highly fragmented government structure. For example, in a region
the size of New Brunswick, there are 93 electric utilities. In the Boston metropolitan area alone,
there are 92 individually managed towns with their own governments and regulations. Thus,
while the Canadian Consulate advises that Canadian construction firms "get serious and get hungry
in this region", they also advise adopting local partnerships with local knowledge as being integral
to successful penetration.

Northeast Region Ciry Notes

The most active area in the Northeast encompasses the Nashua and Manchester vicinity in New
Hampshire, the Portland area in Maine, and Salem and Boston in Massachusetts. The legacy of
Tip O'Neill is being felt in Boston with a series of massive infrastructure projects due to start in
1989/1990. The building of a third harbour tunnel, the depressing of the central road artery, and
the cleaning of Boston harbour will total an estimated $US 13 billion. The spinoffs from these
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projects will be substantial and extend beyond the city of Boston. The Boston area is also the 0
"health care capital” of the United States, featuring nine medical schools, 45 teaching hospitals,

and an estimated one-haif of the nation's medical research expenditures - it will benefit from

increased long-term health care spending. In addition to these projects, Canadian developer,

Robert Campeau, is projecting $US 500 million worth of shopping centre related construction in

the downtown core of Boston!. As discussed in the Penetrating the United States section,

Canadian firms aligned with Canadian developers and architects would likely have an advantage in
entering the market.

The Boston region is highly unionized. Indeed the entire Northeast region, as discussed in the
next section, has the highest unionization rate amongst the nation's construction workers and (at
$US 520 weekly in 1987) also has the highest construction wage rates in the country. In the 1988
electon, a referendum question in Boston decided that all government construction jobs must go to
firms paying "prevailing wages", which essentially means union-level wages. Typically, projects
in the southemn regions of Boston go to Irish-dominated firms, while work in the Roxbury area is
dominated by firms managed by, and employing, blacks. As one source suggested, contractors
bidding in South Boston are "okay if named O'Malley, but out of luck if named Malley O". Local
nuances such as these are common in most American cites, suggesting that firms best visit and
learn about the region before investing money in it.

The Boston Redevelopment Authority controls the building permit aspects of construction in the
city. The Authority has tight control over this process and are active in requiring projects to be
further set back from the street, to develop low income property as pan of the approval condition,
and in placing other requirements upon developers. In making such demands, the BRA largely
reflects the region’s desires - the region is highly politicized, environmental lobbies are strong,
environmental standards are high, energy is short and energy efficiency thus a prominent issue,

1The impact of recent organizational changes upon this development, if any, is not yet known.
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SECTION FIVE: LABOUR AND UNIONIZATION ISSUES

5.1 BACKGROUND

Total construction industry employment reached a record 5.1 million employees in 1988 and
probably would have been greater had there not been labour shortages in some of the strongest
construction markets. While industry employment has reached record levels, it is anticipated that
labour issues will increase in importance as availability becomes more of a concern. According to
the Construction Labour Research Council, the U.S. construction market must attract 210,000 new
construction workers per year through the next decade, and it will become increasingly difficult to
meet this level given the declining number of people in the 18-24 year age bracket. Furthermore,
craftspeople are aging and difficult to replace - as expressed by the President of a major contractor,
“skilled craftsmen are almost all in their fifties and the younger workers don't take pride in their
work"

While labour shortage is a concern in its own right, it is also proven that times of full employment
lead to increased grievances! and labour friction. The shortage of manpower reduces the quality of
labourer, and, furthermore, a vibrant economy provides more alternative jobsites for labourers and
allows them to act more aggressively with existing employers.

The Council estimates that the growth in the replacement needs of the industry exceed growth in
labour supply by almost three-fold. As the supply of new workers decreases, wages will increase,
as will expenditures on education and training. In response to the increasing concern regarding
future labour availability, representatives of thirty leading construction associations have formed an
organization known as Workforce 2000. The main orientation of the Workforce is to address
recruitment, image and training issues in an organized manner.

5.2 UNIONIZATION TRENDS

Unionization in most American industries has diminished significantly during the past three
decades. In 1955, approximately a third of the U.S. labour force belonged to a union; the figure
has dropped to around seventeen percent in 1987, or approximately one-half of former levels.
Canadian unionization rates are higher than those in the U.S. - a fairly steady thirty percent of the
Canadian civilian labour force belonged to unions in 1987.

ILabour grievances in the United States are resolved through four steps: the union meeting with the contractors; the
Association intervening to assist if possible: a joint arbitration board conducting a hearing; and, if stll not resolved,
the National Labour Relations Board being called in to resolve the grievance.



The unionization decline in the United States has primarily resulted from the structural shift in the
économy from manufacturing to the service industries, where workers have traditionally been
difficult to organize into union groups. Interational competition has also contributed to the
waning of unions, as highly unionized industries such as steel and automobile manufacturing have
suffered the brunt of competition from Asian countries. In addition, the advent of unfair dismissal
laws and unemployment benefits have reduced the perceived benefits of, and need for, union
membership.

In line with the overall American trend, unionization in the U.S. construction sector has declined
from almost one-half of construction workers in 1966 to around one-quarter in 1988. The sharp
declines have occurred in all regions, save the Midwest, where construction unionization has
declined only slightly. Estimates of the Associated Builders and Contractors suggest that open
shop arrangements have climbed from twenty percent market share in 1969 to around seventy
percent of all nonresidential construction! in 1989. Information from the U.S. Bureau of Labour
indicates that 21 percent of construction employees were union members in 1987. It is felt that the
unionization decline has pretty well "run its course” as of 1989, and that hardcore union regions
such as New York City, Boston, Philadelphia and San Francisco are unlikely to decline further.
The unionization decline has been most noticeable in the highly-competitive commercial building
segment.

There are a number of factors which explain the decline in construction industry unionization.
Right-to-work laws, implemented by several states, allow those covered by collective bargaining
agreements to choose not to be members of a union. As a result, estimates for the rate of collective
bargaining coverage are higher than those for the rate of union coverage. It is also estimated that
one-half of construction union members actually work in the nonunion sector, with Northeast and
Midwest Region union members being most likely to work in non-union projects.

The increased productivity, and reduced costs of non-union contractors have also caused the
dramatic decline in union market share. According to certain U.S. contractors, non-union firms
are capable of shorter work schedules and face lower risks of stoppage. Non-union firms often
have a tacit agreement with workers that they will be kept on after project completion and re-
deployed elsewhere. Union firms generally hire temporary workers on a project-by-project basis
from the union hall.

IResidential construction is typically 95 percent non-union.
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Table 5-1: Construction Unionization, Employment, and Wages in 1987 by Region

Cons Empl  Approx Union Weekly Wages of Construction Employees by Type of Construction
thousands of cons empl  All Constr Res.Bidg  Nonres.Bidg RoadCans Infrastr. Other Heavy
United States 4908 24% 445 308 497 5§03 478 5§30
Northeast Region 1028 »40% ~520 ~440 ~800 ~610 ~800 ~700
New England Division 318 >40% ~510 ~480 ~590 ~620 ~580 ~680
Connecticut 77 >40% 560 558 845 720 588 681
Malne 32 >40% 387 3086 504 445 451 522
Massechusetts 135 >40% 514 477 5908 622 803 740
News Hampshire 37 >40% 426 401 500 551 489 518
Rhode island 20 >40% 438 3an 556 582 585 555
Vermont 17 >40% 358 322 kY- 1] 482 453 498
Mid-Atlantic Dlvision 710 >40% ~520 ~420 ~600 ~600 ~610 ~710
New Jersey 164 >40% 5585 514 640 612 11 758
New York 3286 >40% 535 420 620 618 817 703
Pennsgylvania 218 >40% 482 3ase 514 530 517 692
Midwest Reglon e7o ~30% ~470 ~420 ~660 ~610 ~-870 ~550
E-N Central Division 664 >40% ~480 ~440 ~550 ~640 ~600 ~580
llilnols 196 >40% 555 503 602 682 871 596
Iindiana 98 >40% 434 317 492 5§52 472 404
Michigan 122 >40% 500 412 " 5586 620 - 581 560
Ohio 178 >40% 444 s 495 500 505 5§55
Wisconsin 72 >40% 449 327 510 6186 667 497
W-N Central Division 306 15%-20% ~450 ~370 ~550 ~5§40 ~480 ~490
lowa 36 10%-20% 3682 295 428 454 417 373
Kansas 45 10%-20% 410 338 427 468 434 467
Minnesota 80 10%-20% 508 404 575 605 534 541
Missourl 299 >40% 460 365 543 526 469 461
Nebraska 25 10%-20% 370 3n 451 4290 436 433
North Dakota 1t 10%-20% 378 na 366 492 427 528
South Dakota 10 10%-20% 330 280 333 413 391 336

Note: Tablo continued on following page.




Government wage legislation, such as the Davis-Bacon Act (Section Seven) for federal projects,
have tended to result in union contractors capturing higher shares of public projects than of private
projectsl. As a result, the slower growth in public expenditures since the early-1970's has also
been a factor behind the decreasing market share of union contractors.

To counter the declining unionization trend and to diversify risks, many (formerly union) firms
have adopted a "double breasting strategy” wherein they own both union and non-union
contractors in the same region. For example, J.A. Jones of North Carolina (owned by Holtzmann
in Germany) controls both Tompkins (union) and Tiber (non-union) in the Maryland-D.C. region.
There is currently anti double-breasting legislation pending in Congress which would outlaw such
practices. However, such legislation has been introduced in several previous sessions and
opinions are mixed regarding its chances of becoming law.

Construction union wages and benefits grew rapidly during the 1970's, and wage gaps as high as
60 percent provided contractors with an increasing incentive to replace union labour with non-
union labour2. The gap in productivity which had traditionally favoured union labour over non-
union labour in the construction sector is felt to have disappeared during the decade following
1972, as non-union labour became better trained and more experienced in large-scale projects. At
the same time, union labour hiring became less efficient and of a smaller scale’.

Table 5-1 presents an array of construction information, including estimated unionization levels by
state, and wage levels by state and segment. As indicated, the New England, Mid-Atlantic, and
East-North Central divisions are the most highly unionized in the construction sector. While no
official construction union figures are kept by state, it is estimated that about forty percent of the -
construction labour in these states is unionized. In addition to these regions, Delaware, Missouri,

The Associated General Contractaors Collective Bargaining Services Survey, produced in 1988, indicated that 47
percent of the wark performed by firms operating under collective bargaining agreements was for the public sector.
Table 3-2 indicates that only 20 percent of new construction in 1988 was in the public domain. About 90 percent of
the respondents aiso indicated that they had lost market share 10 open shop contraciors, and almost 60 percent
envisioned a continued decline in the utilization of union labour.

2The danger of being priced out of the market has brought smaller union settlements during the late-1970's and
1980's.

31n a 1988 survey, collective bargaining contractors indicated that in order o become more competitive they would
be willing to modify fringe benefit payment clauses and to loosen restrictive subcontracting and work rule clauses,
overtime and make-up day provisions, and restrictions on allowing contractors the freedom to move workers 1o
different jobs and localities. There is also a trend toward multiyear collective bargaining contracts, with three-year
agreements being the most common.
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Table 5-1: Consiruction Unionization, Employment, and Wages in 1987 by Region

Cons Empl  Approx Union Weekly Wages of Construction Employees by Type of Construction
thousands of cons emp!  All Consir Res.Bidg Nonres.Bidg RoadCons Infrastr. Other Heavy

United States 4905 24% 445 398 497 503 478 6§30
South Region 1887 10%-16% ~380 ~380 ~420 ~400 ~400 ~430
South Atlantic Divislon 1128 ~15% ~380 ~380 ~430 ~380 ~390 ~440
Delaware 20 >40% 387 305 na 393 379 654
Washington, D.C. 15 >40% 475 423 527 551 532 633
Maryland 151 >40% 436 424 571 476 433 508
Florida 158 <10% 338 386 426 401 383 442
Georgla 88 <10% 343 379 434 396 414 442
North Carolina 183 <10% 302 307 408 368 387 338
South Carolina 24 <10% 400 202 457 344 389 342
Virginia 338 <10% 370 378 443 407 404 a2

West Virginia 151 -<10% 391 255 441 512 473 446
E-S Central Division 266 <10% ~360 ~300 ~410 ~440 ~380 ~420
Tennosses 75 <10% 352 I 429 419 377 451

Misslissippi 82 <10% 368 233 355 330 332 388
Alabama 34 <10% 318 281 422 362 448 386
Kentucky 85 <10% 375 287 401 485 384 401

W-S Central Divislon 493 ~15% ~400 -310 ~410 ~380 ~450 ~390
Arkansas 34 . <10% 328 261 345 359 348 354
Loulsiana 34 15%-25% 372 208 410 374 a1 487
Oklahoma 344 15%-25% 409 307 400 388 468 383
Texas 81 <10% 389 382 424 381 418 528
West Region 1024 ~30% ~470 ~430 ~-600 ~-800 ~540 ~600
Mountain Divislon 292 ~15% ~400 ~400 ~470 ~490 ~430 ~550
Arizona 66 10%-20% 436 305 482 504 407 564

New Mexico . 14 10%-20% 418 272 385 377 325 431

Colorado ] 10%-20% 398 301 523 521 465 651

ldaho 27 10%-20% 384 203 383 480 415 702
Montana 11 10%-20% 414 281 na 508 488 488
Utah - 103 15%-25% 393 . 282 463 475 433 521

Nevada 32 15%-25% 325 303 580 642 551 na

Wyoming 30 25%-35% 472 na 380 447 492 551

Pacltic Divislon 732 ~40% ~500 ~450 ~650 ~640 ~600 ~620
Californla 583 >40% 505 454 670 652 608 617
Oregon 35 20%-30% 413 293 453 484 468 626
Washington 83 20%-30% 423 314 507 528 493 603
Alaska 10 na 765 492 838 943 1088 937
Hawait 21 na 573 471 632 662 648 na

Sources: U.S. Department of Labour, Bureau of Labour Statlstics for wage figures; Construction Labour Research Councll for union estimates.
Note: The ~ denotes approximate welghted values for the reglon and segment in question.
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Maryland, and California are also feit to have unionization levels in excess of forty percent. Most
of the states in the South and West regions, with the exception of California, have low unionization
levels.

Not surprisingly, there is a fairly direct correlation between unionization levels and average wage
rates. The highly-unionized New England, Mid-Atlantic, and E-N Central divisions paid weekly
wages in the $US 480-520 range in 1987, while the low-union Southern regions paid weekly
wages in the $US 360-400 range. For the United States as a whole, according to the U.S. Bureau
of Labour Statistics, unionized construction labour received $US 590 weekly in 1987, versus $US
350 weekly earmed by non-union construction workers. This and other cost-related matters are
discussed further in the following sections.

5.3 COST OF CONSTRUCTION LABOUR

Average hourly earnings of U.S. construction workers have increased at about three percent
annually in recent years, slightly below the inflation rate. However, labour costs have run up
faster in some of the strongest construction markets, where shortages have reduced efficiency and
increased overtime and consequently raised wage rates. Despite the low recent increases,
construction remains one of the highest paying industries in the United States, as measured by
average hourly earnings and average weekly eamnings!.

As indicated in Table 5-1, labour for residential construction is the least expensive, at less than
$US 400 weekly in 1987. Nonresidential construction and road construction wages were about
$US 500 weekly, and heavy construction labour was the most expensive at $US 530 per week.

Canadian construction labour costs appear to be comparable to those in the United States.
Research from the Conference Board of Canada? indicates that Canadian labour costs were 80
percent of U.S. construction labour costs in 1986. However, the fifteen percent rise in the value
of the Canadian currency since 1986 has eliminated most of this differential, leaving a two percent
margin in Canada's favour. As indicated in Table 5-3, Canadian construction worker's eamnings
are comparable to American worker’s eamingé in virtually all types of construction.

1Hourly construction workers also rank quite high in earnings amongst Canadian industry, although they trail
forestry and mining workers by a considerable margin. Salaried construction workers in Canada do not rank highly
amongst Canadian industry, trailing most resource, manufacturing and service industries in hourly eamings,
according to Statistics Canada information.

2Relative Labour Costs in Canada and the United States, Lendvay-Zwickl, Conference Board, 1988.
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Table 5-2: Earnings (Mar'89) of Canadian versus U.S. Construction Workers

Region Average Weekly Earnings ($US)
United States 496
Canada 485
Newfoundland 460
PEI 325
Nova Scotia 418
New Brunswick 436
Quebec 490
Ontario 505
Manitoba 466
Saskatchewan 382
Alberta 481
British Columbia 456

Notes: Exchange rate in March, 1989 was $US1=$C1.20; Eamings include overtime. .
Sources: Canadian data from StatsCan 72-002; U.S. data from Bureau of Labor Statistics.

Table 5-3: Average Weekly Earnings ($US) by Type of Construction; Canada and
United States, as of March, 1989

Canada Unired States
All Construction 485 496
General Building Contractors 464 464
Special Trade Contractors 481 502
Industrial and Heavy Construction 550 : 533
Highways, Street, Bridge Construction 503 484

Notes: Exchange rate in March, 1989 was $US1=$C1.20; Eamings include overtime.
Sources: Canadian data from StatsCan 72-002; U.S. data from Bureau of Labor Statistics.




This slight Canadian margin is a considerable improvement from the level of 1976, when Canadian
construction labour costs were sixteen percent higher than costs in the United States. Canadian
benefit costs! also appear to be lower than those in the United States. In 1985, Canadian
construction workers received 7.5 percent in benefits on top of labour costs, which is considerably
lower than the 17.9 percent in additional benefits received by the average construction worker in
the United States.

Appendix H presents the wages of construction trade labourers by individual states. The
information in the tables should be used as a convenient future reference for firms bidding on
projects and evaluating subcontractors in the United States. For example, for a project in Ohio,
one would have paid approximately $US 400 weekly per labourer for excavation and foundation
work, $US 470 for plumbing and ventiladon work, and $US 320 for carpentry work. By
adjusting these benchmark figures forward at approximately the inflation rate (say five percent for
each of two years), one could obtain a reasonable estimate for wage figures as of 1989.

5.4 COST OF OTHER INPUTS

While total construction costs excluding land prices increased about two percent between the
summer of 1987 and the summer of 1988, American builders have experienced substandal cost
increases for certain inputs such as building materials, land, and insurance. Prices of building
materials rose about six percent in 1988, while prices for development land rose substantially in
some of the strongest construction markets because of market forces and ant-growth restrictions.

Insurance and bonding costs have increased significantly in recent years, although the availability
of insurance appears to have improved somewhat during 1988, and annual increases are expected
to be smaller as a result. The Associaaon of Builders and Contractors estimate that the health care
premiums of its members increased by an average of 22 percent in 1988 and sizeable annual
increases are expected for the next few years.

All states, with the exception of Florida and Louisiana, have a lump-sum method of paying
worker's compensaton. Florida and Louisiana, however, have a system which pays medical bills,
while also replacing lost wages. Large premium increases, such as the 29 percent increase in
Flonda granted in January of 1989, have provoiked Florida into addressing their premium and

lincludes pensions, health, life and dental insurance, workers' compensation and unemployment insurance.
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payment structure and changes are currently before the legislature. While Florida's premium 0
increase was the nation's largest, eight other states have also granted double-digit premium

increases during the six-month period from October '88 to March '89. Such increases are

justified, according to the National Council on Compensation Insurance, as the insurers' two major

costs, namely medical costs and lost wage compensation, have increased by a combined ten

percent . There are signs, however, that state regulatory agencies are becoming more aggressive in
responding to the rate increase requests of the insurance carriers. If so, granted increases will

likely decrease in future years.

As in Canada, interest costs are a concern of U.S. construction firms. As of September 1989, the
Federal Reserve Board has pushed short-term bank prime rates to the 11-12 percent range, three
percentage points higher than one year ago. Long-term rates have remained fairly stable, however,
and economists specializing in nonresidential construction believe that most projects will continue
largely unaffected (with perhaps some slight delays) by the movement in short-term rates.
Residental construction, being more dependent upon short-term consumer purchasing, is more
vulnerable to movements in short-term rates and is expected to siow during the next few years.

A growing export market, and rising steel prices have contributed to recent increases in
construction equipment prices. However, while the largest in many years, the average increase in
1988 was still only 4.2 percent.

Appendix J provides overall construction cost figures for certain types of facilities, as well as a
cost index which provides a guide to the relative costs of various regions.
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‘ SECTION SIX: TAX AND SURETY CONSIDERATIONS

6.1 TAXATION ISSUES

Construction demand in the United States, as in Canada, is sensitive to tax law revisions which
influence real estate investments. The complex effects of the American tax reform law of 1986,
described in the following paragraph, will affect construction demand well into the 1990's. It is
expected that the initial depressing effects of the tax law will be absorbed during the next few
years, while the simulative effects of the tax laws will steadily increase. By the early-1990's,
construction activity may well be higher than under the high-incentive tax laws which existed in
1985.

The 1986 tax reform included many provisions affecting the construction industry. Four of the
amendments were particularly relevant

+ the Completed Contract Method of Accounting was changed. Whereas taxes could
formerly be deferred until project completion (thus helping cashflow), the changed law
requires tax payments as various stages of the project are completed. Although mainly

‘ aimed at defence contractors with multi-year projects, this sideswiped non-defence
. contractors as well;

 the Passive Investors Rule, which allowed investors to deduct real estate investment
(passive) losses from regular income, was changed such that these losses could only be
deducted from passive income;

 the Accelerated Depreciation schedules, typically 15-18 years prior to 1986, were stretched
out to 30 years and more, thereby reducing annual deductions. In addition, tax credits of
around ten percent (up to $US 100,000) against purchasing equipment were phased out;

* the Capital Gains tax rate was raised from the 20 percent range up to the 30 percent range,
thus hurting capital investment.

While these changes were harmful to construction in the short-term, there is an opinion which
argues that the tax changes will be beneficial to construction in the long-term, that a tax-driven
building frenzy was occurring prior to the changes, and that the changes will help to arrest this
frenzy before massive overbuilding occurs. As it was, considerable tax-stimulated overbuilding
had aiready occurred in office and retail construction in some regions. Appendix K lists the
corporate and sales tax rates which existed in each state, as of 1988.



Table 6-1: Common Surety Requirements
(source: National Association of Surety Bond Producers)

COMMON FINANCIAL RATIOS:

Ratos and Measures Calculation Comfort Range
Liquidity Measures:
Number of Days Cash Cash + Equivalent x 360 7 Days or More
Annual Revenue
%ccmmu Receivable Accounts Receivable x 260 60 Days or Less
urnover Revenne
%ccounts Payable Accounts Payable x 360 45 days or Less
urnover (Cost of Earned Revenue)
Current Rado Current Assets Greater Than 1.2 Times
Current Liabiities
Worldng Capital to Working Capital 5% to 10% or Greater
Bacldog Cost-to-Compiete Bacidog
Aging of Accounts 60 Days or Less
Receqvable and Payable
Average Daily Account Varies as to
Balances Size and Industry
Net Worth Measures:
Debt to Net Worth Total Debt 21103l
Net Worth
Fixed Asset to Net Worth Fixed Assers . 10% to 40%
Net Worth
Net Worth to Bacidog Net Warth 5% to 10% or Greater
Cost-to-Complete Backiog
Sales to Net Worth Anrual Revemue 10
Net Worth
Profitability Measures:
Gross Profit to Sales Groszs Profit Varies as to Industy
Annual Revenue
Overhezd to Sales General & Administrative Expense Varies 23 to [ndustry
Annual Revenue ’
Overhead to Net Worth Geseral & Administrative Expense 60% or Less
Net Worth
NPBT to Sales Net Profit Before Taxes 2% or Greater
Annual Revenue
Return on Equity Net Profit Before Taxes 15% or Greater

Net Worth of Prior Year
Underwriang Criteria

= This amcio nas Deen 0roodred oy Me Nanonar AsIOCianon of Surefy 3ena ProguCen. In CI0CANON OrGEMIe .n F4] 10 onePIe OroMLLONT! Surery SCUT
SrSQUCET 'O 3NNCIDATD GG JOIVE DroDICMS, 0 JOVEICD ODIeSINONGT SIANGCTas for Me NQUSTY, and 10 SrOMONe DUDIC NG GOVErNMENID! yNaeIIaraiIng =2

“-acagrinon of me vaive of surensnio.




6.2 INSURANCE AND SURETY MATTERS

American bonding companies have been losing significant sums of money in recent years and are
anempung to address the industry-wide problems through tighter reviews and tougher bonding
requirements. Surety companies in the United States typically investigate the character, experience
and capacity (physical and financial) of a contractor, through evaluating the firm's business plan,
organizaton chart, resumés, completed contract schedule for largest work completed to date,
continuity (insurance, employment agreements), references, bank credit, corporate and personal
financial statements, and work-on-hand. This information is required to establish a surety
program. Once a program has been established, the surety firm will review each project when a
bond is requested, looking at:

» type of work and prior experience;
* scheduling fit with current management, field supervision, cash and equipment situation;
 completion schedule;
» current backlog;
* payment terms, insurance, guarantees, and contract language, among other areas.

In addition the surety firm may investigate further should "red flags" arise, such as:

* entering new geographic regions or construction classifications;
* history of profit fading as projects approach completion;
* inadequate or excessive construction volume;
* excessive overhead, receivables, fixed assets, litigation, or complaints.

Table 6-1 outlines financial ratios typically evaluated by surety firms, as well as ranges considered
acceptable, as provided in Constructor magazine.

Bonding must be secured to match a percentage (usually 100 percent) of the value of the public
construction contract and it typically costs the General Contractor about 1-2 percent of the project
value depending on the attractiveness of the firm and pmject. In the United States, any firm can
bid on most projects provided the firm has bondmg the onus therefore falls upon the bonding
firms to evaluate thoroughly. This contrasts with the situation in, say, Japan, where tight licensing
requirements restrict most projects to firms with considerable experience. Japanese firms have had
some difficulty obtaining bonding in the United States, as the American subsidiary is often a shell-
type company with insufficient assets to sue in the event of a default or failed project. '
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SECTION SEVEN: PENETRATING THE U.S. MARKET

7.1 BACKGROUND

The worldwide construction business has become increasingly internationalized during the past
fifteen years. While American contractors continue to be leaders in international contracting,
winning $18 billion in international construction contracts in 1987, the U.S. market share abroad
has declined. Furthermore, foreign construction contractors are beginning to make significant
inroads into the U.S. construction market. These trends are expected to continue for several years
because of declining prospects in Third World markets and increasing foreign interest in the
American market. '

Foreign owned firms captured 3.5 percent of the American market in 1987, approximately double
the share of 1982. Most of these foreign entrants are from Japan, West Germany, the United
Kingdom, and France, although a dozen additonal nadons are represented.

International wade and capital flows are also having an increasing effect on the U.S. construction
market. Because of record levels of foreign investment in the United States, a growing share of
U.S. construction projects is being built for foreign owners. Foreign direct investment in the
United States is chiefly in manufacturing facilities, warehouses, office buildings, and hotels, and
foreign contractors may therefore capture increased shares of these construction segments.

In gaining market share, as described above, these firms have faced certain barriers and obstacles.
Prior to making a decision to enter the reladvely-open American construction market, Canadian
firms should be aware of the types of barriers they may face. These are discussed in the following

pages.

7.2 BARRIERS TO ENTERING THE U.S. CONSTRUCTION MARKET

The American construction market is relatively open to foreign construction contractors, with few
legal restrictions. On most construction projects, the foreign contractor is free to bid on an equal
basis with American contractors and the contracts are generally let on the basis of sealed bids
priced on a lump-sum or unit-price basis. By virtue of being a NATO country, Canada also has
access to most defence projects, whether being in the United States or U.S. funded projects
abroad.

Many large construction projects are undertaken by state and local governments. American state
and local governments spent some $US 74 billion on construction in 1987, of which state



govemnments accounted for 38 percent, county governments for 12 percent, municipal ‘,
governments for 26 percent and school districts for 8 percent. Not surprisingly, state expenditure

levels are in line with population size, as California, New York and Texas account for the largest

volume of state procurement, each with 8-9 percent of the $US 74 billion total. These

expenditures are detailed in Appendix G.

These procurements are not covered by the FTA chapter on government procurement. At least 32
states and many local governments routinely include domestic preference clauses in their contracts.
Some of these clauses are intended to favour local suppliers, while others favour American
products in general. If there is any question of whether or not Canadian materials are eligible for a
contract, prospective vendors should refer to a copy of the bid documents or contact the contracting
officer directly.

7.2.1 Buy American!

As detailed in Appendix G, federal government construction expenditures in 1989 towlled $US 15
billion through direct programs, $US 23 billion through grant programs, $US 10 billion through
loan programs, and $US 69 billion through loan guarantee programs.

The Buy American Act of 1933 is laid out under Title 48 of the Code of Federal Regulations and is
available from the U.S. government printing office. Itis the most significant U.S. federal
legislation limiting the use of Canadian materials in U.S. public sector contracts. This Act
generally requires price preferences (six percent on most contracts; twelve percent on those
contracts partially set aside for U.S. small business or labour surplus areas) to be applied in favour
of domestic products.

Construction materials purchased by the U.S. federal government are covered by the Free Trade
Agreement, under Federal Supply Class 56, and are therefore exempt from the Buy American Act.
However, very few U.S. government departments or agencies purchase construction materials
alone - these commodities are nearly always procured as part of a contract for construction services

1More deiled information on state and federal practices is available at the Canadian Embassy in Washington.
Firms which are considering supplying construction materials to a U.S. public work, and are not sure whether the
Buy American Act applies, should contact the Embassy. For information concerning contracts with the Department
of Defence, including the Army Corps of Engineers, call Max Reid, Counsellor, Defence Programs, at (202) 682-
7743. For information conceming civilian departments and agencies, call Judy Bradt. Commercial Officer, at (202)
602-7746.
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and, as such, are covered by the regulations and laws affecting services in government
procurement.

Services are not covered by the FTA chapter on government procurement - the Buy America Act
will therefore apply for services which are tendered by the U.S. Federal Government.
Furthermore, some U.S. federal departuments and agencies responsible for a great deal of
construction activity are excluded from FTA coverage. Any materials tendered as part of a services
contract are subject to a 6 percent or 12 percent price preference for U.S. firms.

Section 48 CFR 25.2 of the Buy American Act requires that only U.S. domestic construction
materials be used in the construction, alteration, or repair of any public building or public work in
the United States. Contractors may apply for a waiver of this provision citing cost, practicality, or
insufficient quality or quantity of the material available in the United States. The contracting
department or agency then decides whether or not to g!ant the waiver.

In these instances, several difficulties commonly arise. The waivers have to be granted in advance,
to the prime contractor. Frequently, the prime contractor is unaware, until after the fact, that
Canadian materials have been used and has therefore not applied for a waiver in advance. In
certain cases, contractors would prefer not to go through the bother of holding up the project while
waiting for the waiver, even if the Canadian product is less expensive. Occasionally a contracting
agency wants the Canadian product badly enough, and officials will go to considerable effort to
assist, although this is uncommon.

A common occurrence is that a Canadian producer will sell materials to a U.S. distributor, who in
turn supplies various subcontractors to a federal public works project. When these materials arrive
on site (sometimes after installation), and are discovered to be not made in the United States, and
no waiver in place, they are removed or sent back as not meeting the Buy American contract
requirements - at great expense to everyone concerned.

The U.S. Army Corps of Engineers undertakes a significant number of public works projects in
the United States, and is specifically excluded from coverage by the Government Procurement
Chapter (Chapter 13) of the Free Trade Agreement. The Army Corps must therefore apply the Buy
American Act (both the provisions for goods as well as the section on construction materials) to its
contracts. If the Army Corps desires certain Canadian materials, it may be possible to sell them to
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a non-construction acquisition centre as a supply contract. The Corps could then supply them to 0
the contractor for use in the project as government-supplied material.

While the U.S. Naval Facilities Engineering Command and the Air Force Construction Command
are not specifically excluded from FTA coverage, construction contracts with these organizations
are still considered services contacts, and therefore excluded from GATT and FTA rules.
Canadian companies have experienced lengthy and costly disputes in selling construction materials
to these organizations, although some have eventually been resolved in favour of the Canadian
company.

7.2.2 Building Codes

Various organizations within each state have their own building codes which apply to ail private
and public construction contracts in the region. There are some 17,000 building permit issuing
areas in the U.S., as virtually each county has its own code and its own unique requirements. This
can occasionally cause approval delays and regulatory inconsistencies from state to state.

In the course of conducting this study, it was suggested that government inspectors in the United
States tend to "demand their pound of flesh" and adhere strictly to the building code. While this
may represent a difficult obstacle because of the interpretive nature of the codes, the Canadian
firms with whom we spoke generally did not describe these as causing major problems. Canadian
firms considering entry to the market should however be aware of the view expressed by a
specialist within the Commerce Department that building codes, while not overly onerous, do
represent the most significant obstacle to entering the relatively-open market.

ENR Magazine, in its June 22nd, 1989 issue described the code situation as much improved from
previous years, citing a 1989 study by the Federal Trade Commission which estimates that 95
percent of all U.S. cities are covered by one of three model (private sector) construction codes.
These three codes are: the Uniform Building Code, published by California-based International
Conference of Building Officials (ICBO); the National Building Code, published by the Chicago-
based Building Officials and Code Administrators (BOCA); and the Standard Building Code,
published by the Southern Building Codes Congress International (SBCCT) based in Birmingham,
Alabama.
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. The ENR Magazine issue also noted that 31 states have adopted statewide building codes, and
many states and cities are improving the training and certification of building inspectors. Canadian
firms should examine the building code situation in regions of interest, as some areas such as
Chicago have antiquated (last comprehensive review in 1939) codes which are often conveniently
interpreted by powerful unions and bureaucracies. Many cities such as Denver and Chicago have
recently hired aggressive Inspection Commissioners with a mandate to clean up the permit process.

7.2.3 Other Barriers

In addidon to the Buy American legislation, there are other exceptions to the general rule of open
bidding to all parties. The following list of market constraints and barriers is based upon
information from specialists in the U.S. Deparment of Commerce and other sources:

* [Each state has its own state Iicenking and registration requirements for engineers
and architects. This occasionally causes licensing delays although this has not been cited as a
major issue by the Canadian firms with whom we have spoken.

¢ U.S. immigration laws prohibit the use of foreign nationals for most on-site construction
work. By requiring foreign contractors to use American workers, these laws prohibit
. contractors from lower wage nations from using one of their major competitive strengths.
There is some discussion in the current GATT round regarding having labour classified as a
tradeable service, although American negotators view this as infringing upon matters of
immigration. '

* The Brooks Act procedures for selecting architect-engineering (A-E) firms may constitute a
barrier to entry for some foreign A-E firms, although the same restrictions would apply to
American A-E firms who want to start doing business with their Federal Government. The
Brooks Act prescribes that Federal A-E contracts be awarded primarily on a "most-
qualified"! basis rather than a "lowest price basis". The top ranked A-E firm then negotiates
the price with the contracting agency. If there is no agreement on price, the contracting
agency may then negotiate with the second ranked firm. While this procedure makes it
harder for a foreign firm to buy a foothold by bidding low, it is more lucrarive after the
foreign contractor has obtained entry. Furthermore, this procedure allows a foreign

IBased on technical competency, experience, past performance and on the quality of their proposal or methodology
on a specific project
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Table 7-1:

State Procurement Laws Affecting A-E Firms

Arizona
Colorado
Connecticut
Delaware
Florida

Georgia
Idaho
Kansas

Kenmcky
Louisiana

Maine
Maryland

Massachusetts
Minnesota
Missouri
Nebraska
N.Hampshire
New Mexico
New York
North Dakota
Oklahoma
Pennsylvania
S.Carolina
Texas

Utah
Virginia
Washington
Wyoming

Permits either use of Brooks Act procedures or solicitation of price proposals.

Follows Brooks Act procedures.

Follows Brooks Act procedures.

Follows Brooks Act procedures.

Follows Brooks Act procedures.

Follows Brooks Act procedures. Recent court decisions interpret the law as not
prohibiting solicitation of price proposals when the scope of work can be clearly defined.
Permits either use of Brooks Act procedures or solicimrion of price proposals.

Allows use of Brooks Act procedures.

Follows Brooks Act procedures.

Follows Brooks Act procedures.
Esmbﬁshaqmﬁﬁcaﬁmm-basedA/Eselecﬁonsimﬂanoumeoksappmach AJE fees
are pre-established by state agencies.

Establishes qualifications-based selection without specific outlined pmcedmm.

Requires qualifications-based selection for all DOT contracts, and all DGS contracts over
$100,000.

Follows Brooks Act procedures.

Follows Brooks Act procedures.

Follows Brooks Act procedures.

Follows Brooks Act procedures,

Follows Brooks Act procedures.

Follows Brooks Act procedures.

Follows Brooks Act procedures.

Follows Brooks Act procedures.

Generally establishes qualifications-based selection procedures.

Follows Brooks Act procedures.

Establishes qualification-based selection procedures. According to a recent ruling, the law
does not prohibit discussion of cost or fee estimates during the selection process.
Follows Brooks Act procedures.

Follows Brooks Act procedures.

Follows Brooks Act procedures.

Establishes qualification-based selection procedures that permit discussion of non-binding fee

estimates.

Notes: A number of other states that do not have state A/E procurement laws, including Alabama, Illinois, and
Wisconsin, generally adhere to Brooks Act selection procedures.

Source: U.S. Department of Commerce




‘ contractor to buy access by acquiring a high-quality American A-E firm. As indicated in
Table 7-1, most states apply the Brooks Act in selecting A-E firms.

* The Davis-Bacon legislation was established in 1933 by Congress to stabilize construction
wages during the depression years. The legislation, which most states have also adopted,
requires that "prevailing wages" be paid on publicly-funded projects. These wages are
usually laid out in the bid documents and over the years have become synonymous with
union-level wages. There is an ongoing dispute with the Department of Labour in the area of
defining what constitutes a publicly-financed project, and what should therefore be subject to
the wage requirements. For example, should a build-own-transfer project or leased project
be considered publicly funded? Similarly should off-site workers also be included under the
act or simply workers actually on the construction site? While the Davis-Bacon legislation
levels the playing field between union and non-union contractors in terms of wages that must
be paid on public projects, it does not affect the work rules or the manner in which crews can
be managed.

» The Surface Transportation Assistance Act established preference requirements for
federal grant aid that is distributed to state and local governments for the funding of
‘ construction of highways and bridges, and the purchase of vehicles for mass transit systems.
When using funds under this act, state and local governments must establish at least a ten
percent margin favouring American rolling stock, and at least a 25 percent margin for
purchases of steel. Construction services are not affected by this Act.

+ "Disadvantaged business enterprise"” set-asides are intended to give preferences on
publicly-funded projects to certain disadvantaged groups, such as minority-owned
contractors, female-owned business, or small business. These restrictions have excluded
major foreign contractors as well as major American contractors from some construction
projects. Foreign firms or a majority-owned U.S. subsidiary would qualify for federal set-
asides! if they met the criteria of a small or minority-owned business. To qualify as small
businesses, firms must be independently owned and operated, not dominant in their field,
and have average annual receipts for the preceding three fiscal years of less than $US 17
million. To qualify as minority-owned businesses, firms must be owned by members of
named groups (Black Americans, Hispanic Americans, and Native Americans) considered

1 meaning cermin portions of public contracts would be reserved for qualifying groups
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socially and economically disadvantaged. Information compiled during the Free Trade
Negotations indicates that eighteen state governments also have set-aside legislaton - a
number which has likely increased since 1986. In discussions during this study, one U.S.
executive expressed the opinion that city and county projects have teeth in their set-aside
requirements, while federal projects tend to have less rigid requirements aimed at
encouraging firms to adhere to them. The legality of business set-asides was brought into
question in January, 1989, when the U.S. Supreme Court ruled that a city ordinance
channelling one-third of public works funds to minority-owned construction companies in
Richmond, Virginia violated the constdmaonal rights of white contractors.

7.3 STRATEGIES OF FOREIGN CONTRACTORS IN THE U.S. MARKET
In a recent survey by ENR Magazine, five reasons were most commonly cited for investing in the
American construcion market:

= the volume and diversity of the work;

» the stability of the market;

« the ease of doing business;

« a good understanding of contract terms and procedures;
e an assurance of getting paid.

Fred Moavenzadeh of the MIT Center for Construction Research and Education discussed the
strategic reasons behind increasing foreign investment in his 1989 paper Presence of Foreign
Firms in U.S. Engineering and Construction Market. In this paper, he argues that competitdve
advantage (ie. tunnelling expertise, financial backing, alignment with developers) causes firms to
establish (usually through acquisiton) autonomous U.S. companies and to profit from the market
benefits cited above. Other motves for investment, in Moavenzadeh's view, include balancing
cyclical home markets, enhancing the owner’'s success vis-a-vis American firms in other (third-
country) markets, and hedging future exchange rate fluctuations. To achieve these goals, foreign
firms have chosen many routes of entry including:

 establishing a representative office - some European firms, such as [Ibau of Austria, have
succeeded through maintaining a representative office in the U.S. to identfy, bid and
negotiate subcontracts in which its tunnelling expertise give it an advantage. When a contract
is obtained, the firm send staff and equipment from Europe to perform the work;
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* establishing a branch office - large Japanese firms have been the main practitioners of this
strategy, wherein the local office gathers maricet information and perform construction
services, usually for Japanese clients;

+ forming a subsidiary - the original intent of the large Japanese entrants was to create
subsidiaries from the ground up. This strategy has been virtually abandoned in favour of the
acquisition route, indicating the risk, cost and time associated with creating a new
organization;

* making an acquisition - since the late-1970's, this has been the preferred route for foreign
entrants to the American market!. Given that few U.S. construction firms are publicly
traded, acquisitions are genemlly negotiated, friendly, and of majority or minority stake.

. Acquisition of stakes less than 10 percent are considered to be portfolio type investments
while those of 10-25 percent often indicate a two-step approach to market entry;

* entering a joint venture - joint ventures are a good way of getting to know local markets while
benefitting from technical, financial, risk sharing, and/or political considerations. Such an
approach is not intended to fulfill long-term goals;

+ forming a long-term cooperative relationships - these types of reladonships are common in
manufacturing industries, although rare in construction as it is difficult for two cooperating
contractors to maintain individual identities and advantages over a long period of time.

Until 1982, most of the foreign participants in the American construction market were European
and Canadian firms whose participation usually resulted from their acquisition of existing
American construction companies, rather than from their competitiveness in winning particular
construction contracts. Since 1982, European firms have continued their interest in the U.S.
market, while most of the growth in foreign penetration has come from Japanese construction
companies.

To date, these Japanese firms have typically preferred to establish branch offices in the U.S.,
rather than to acquire American companies (although they have also made thirteen acquisitions
during the past decade). These firms use American subcontractors and materials, while relying on
their home offices for much of the engineering and overhead services.

1Of the nearly SUS 9 billion in American construction contracts awarded to foreign-owned firms in 1987, about 70
percent went to American firms that had been acquired by foreign interests, and 30 percent went to the U.S. branch
operations of foreign firms.
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The foreign entrants (Appendix F) to the American market rank among the largest construction - "
companies in the world. Most were attracted to the large and growing U.S. market after the
construction boom in the Middle East and Third World countries ended in the early 1980's. Many
of these firms possess competitive advantages that have helped them penetrate the U.S. market,
such as financial strength, technological expertise, and under-utilized staff. The foreign share of
U.S. construction contracts will likely increase over the next five years, as foreign contractors and
foreign real estate investors gain experience in the United States. In addition, Japanese
construction companies have the advantage of close relationships with Japanese manufacturers and
real estate investors who tend to rely heavily on Japanese contractors to build their facilities in the
United States!. If future Japanese direct investment is more open to competitive construction bids,
a significant market niche could open up for non-Japanese contractors.

Future increases in foreign market share will be due more to new acquisitions of U.S. contractors
than to the internal growth of existing operations. Acquisitions are especially attractive to foreign
contractors as they are usually less expensive than establishing new operations, and the established
American companies appear to be more successful in winning competitively-bid projects than
satellite branch offices.2 '

In entering the market, it appears that most of the foreign entrants are well capitalized and willing to
give their investments a decade to prove their worth. Indeed, this appears to be a requisite for
market entrants, as statistics compiled by the U.S. government suggest that foreign construction
firms, to date, have operated in a loss position in the American market during the past five years3.
As foreign contractors become more firmly established in the United States, it is expected that they
will become more efficient in operational matters and more proficient in technological areas.

7.4 RECOMMENDED ENTRY STRATEGIES FOR CANADIAN FIRMS
For reasons of market size, openness, and proximity to the border, Canadian firms have been
engaged in construction projects in the United States long before the existence of the Canada-U.S.

l'I'hisissimilartomeadvantagewhichAnmimnconmmhavelmgheldinCanada.condmdngworkforuw
Canadian subsidiaries of U.S. parent companies.

Zother reasons for mergers in general, according to Brierly and Myexs, include economies of scale, vertical
integration, potential tax shields, redeployment of cash surpluses, and managerial improvement.

3Worldwide, it appears that international firms are more profitable on international work than domestic work. ENR
Magazine, in examing construction firms worldwide, indicates that the Top 250 International Firms (55 firms
responding to the profitability question) made an average profit margin of 5.1 percent on foreign work in 1988,
while profit margins on work in their home countries was 4.1 percent.
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Trade Agreement. For example, a November, 1988 study conducted by Industry, Science and
Technology Canada surveyed 61 construction projects undertaken internationally by Canadian
contractors, of which 23 were projects in the United States. These generated average billings of
$C 7.3 million!. A common rationale behind these jobs is not unlike that faced by one Alberta firm
who viewed the Searttle market as making more sense than the Toronto market. The slow
progression of talks aimed at eliminating inter-provincial trade barriers? in Canada may also
stimulate Canadian firms to examine markets south rather than simply east and west

The Free Trade Agreement will increase the attention of Canadian business on the American
market. In preparing this section, we have discussed the subject of market entry with many
Canadian and American sources. These sources were primarily contractors currently or formerly
active in the U.S. market, although academic and other opinions have also been incorporated.
Based on these discussions, we have highlighted various market entry observations and
recommendations (in no particular order), as follows:

Actions:

1) Successful penetration of the American construction market begins at home.’

In the U.S. market, as in any international market, the odds of successful penetration are increased
if the firm bases its strategy upon its domestic expertise and advantages. For example, Canadian
firms who are comfortable with certain developers in Canada may facilitate entry into the U.S.
market through following these developers south. The example of PCL and Oxford was cited in
this regard. Developers such as Olympia and York, Bramalea, and ManuLife are also active in the
U.S. market. Good working relationships with Canadian architectural and engineering firms
would also ease matters should these design firms decide to bid on projects in the United States.
Among others, engineers such as DelCan and architects such as Webb Zarafa are active in the
American market.

Given the trend toward "value engineering", strategic alliances such as joint ventures or equity
arrangements between Canadian developers, architects, engineers and contractors may increase the
odds of successfully penetrating the U.S. market. The chances of success would further increase

1Expons contributed 20 percent of the annual business of these internationally-active contractors.

2As described in the September 12th, 1989 Globe and Mail, contractors in New Brunswick face problems in Quebec
and Nova Scotia (and vice versa) and political representatives are threatening withdrawal from the slow-moving
negotiations. States the head of a CCA task force, "it's easier for a New Brunswick contractor to get work in Maine
than in Quebec”. ‘
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if the firm were also aligned with a partner in the United States. As one U.S. construction
executive revealed, "if the developer for the Maryland project (a prominent Canadian development
firm) had specified that the job was mine provided [ aligned with a Canadian contractor, of course [
would have”.

It was recommended to us on several cccasions that penetration of the U.S. market would be
smoother if the contractor were aware of, or aligned with, Canadian players already operating in
the United States. While closer alignment between contractors, developers and AE firms is
commonly recommended in studies of this nature, it is worth noting that other alignments may also
take place. An example which was cited was that of the Toronto Transit Consultants providing
expert advice to the Bay Area Transit Authority (BART) in the San Francisco region. The TTC has
provided consultation based upon its experience in trolley car operation - contractors on good terms
with the TTC would potentally be able to spread its reputation to San Francisco and other cites in
this manner. Similarly, the Seattle transit authorities have made several trips to Ottawa to
investigate its impressive bus transit system - presumably this would provide the contractors
experienced in the Ottawa system with a "leg up” in bidding on Seattle bus tunnels and related
projects. American transit authorities in general are impressed with Canadian transit systems (80
percent operating cost recover in Ottawa and Toronto versus perhaps 40 percent for a normal
American system). MCI, and Bombardier's TGI are prominent suppliers of vehicles to American
transit authorities and linkages may be worthwhile with these firms as well. Laidlaw is another
Canadian firm active in the U.S. market, providing industrial waste services in 20 states, municipal
waste services in 15 states, and transportation services in many U.S. cities. Informatdon, advice,
and introductions may also be derived through appropriate contacts with firms such as Laidlaw.

2) Canadian firms should have a strong local partner.

Those contractors who are not aligned with a local American player should be aware that the
problems experienced by Canadian contractors in the U.S. market, where they have arisen, have
generally stemmed from a lack of knowledge, experience and connections in the particular region
in question. One prominent construction firm, for example, ran into difficulties several years ago
with a major road contract in California. In submitting the bid, contractual estimates were based
upon documentation which turned out to be inaccurate, and the firm lost a large amount on the
project. In this particular instance, the rock base for the project was not the solid, igneous type
which was expected, but was, rather, soft and sedimentary and prone to shattering. A significant
amount of unanticipated concrete pillaring was required, and the firm lost an estimated $1 million
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monthly, and almost went out of business, as a result. Other firms have also encountered
unexpected problems which have stemmmed from a lack of familiarity with the region. For
example, soil conditions in the Syracuse vicinity went unreported to one Canadian firm and
subsequent problems led to the firm ending up in court.

Another large Canadian firm, having already established a presence in the U.S. with a local
partner, decided to bid on its own on a couple of projects in a nearby city, a decision which it later
classified as "a big mistake”. The firm won one of the projects - a $16 million bridge contract.
However, operating in unfamiliar territory, the firm subsequently encountered problems both with
the local unions and with the state Department of Transport who "had more inspectors on site than
we had staff". After its near brush with bankruptcy, this firm's recommendation for future
Canadian entrants was that they join with a local partner in all U.S. projects, even if already
established elsewhere in the U.S., and even if only to the extent of granting a 10-20 percent
ownership to the local firm.

Such problems have also plagued large American firms when attempting to enter a new region.
Morrison Knudsen, a $US 3 billion contractor, were unsuccessful in entering the Philadelphia
market because of union fricion. Blount of Alabama failed to penetrate the Boston market, while
Brown and Root failed in the Washington, D.C. market Thus, problems associated with
penetrating new regions do not appear to discriminate between out-of-country and out-of-state
entrants.

3) In most joint venture projects, it is recommended that the partnership name reflect the local
partner’s name in a prominent position. .

Based upon its considerable experience with Canadian mass transit projects, one prominent
Canadian contractor entered into a joint venture arrangement to bid on light rapid transit projects in
a northeastern U.S. city - the venture subsequently won a substantial project. While the bids were
prepared in Canada, and the designated project manager and project engineer were Canadian, the
local American partner played an active role in the "public aspects of hiring and firing labourers and
suppliers”. The higher profile for the local partner helped to minimize labour animosity and keep
local suppliers happy.
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Canadian contractors which operate inter-provincially may already be experienced at "playing the 0
local card”, wherein local partmers or acquisitions are pursued in order to increase the chances of
success. Similar strategies are recommended for the American market.

4) Canadian firms should select their joint venture partners carefully.

While joint venturing is a recommended approach toward entering the regional market, Canadian
firms should be aware of the sentiment, as expressed by one Maryland contractor, that "local
parmers are entirely aware that they may be educating a potential competitor through joint
venturing”.

For this reason, American firms may be more likely to align with a local, already-existing
compertitor than with a Canadian firm. However, Canadian firms with specialized expertse, and/or
companies willing to be minority parmers, would be attractive joint venture candidates in the view
of this executive.! In this instance, the five key people potentially to be involved in the project
would be scrutinized and possibly interviewed by the local American player.

This executive warned that Canadian firms adopting strictly a "to enter the region, find a joint

venture partner” strategy may be prone to interesting only those local firms who lack bonding

capability - that is companies who do not have a good financial history. Canadian firms should ‘
obviously be sensitive to this possibility when seeking potential local partners. ‘

There are instances, however, where even an entrance via a poorly-financed partmer has rurned out
successfully. For example, the initial entry for one Quebec company stemmed from their bonding
company's American affiliate having been approached by a U.S. construction firm in immediate
need of equity. The resulting joint venture entered into by the Quebec firm ended up winning a
$38 million road construction job in New York State. The project, benefitting from the U.S.
parmer’s labour pool and local "know how”, was completed smoothly, profitably and free of
labour problems despite the high unionization rate in the region. The projects, which were in
Buffalo, were funded 80 percent federally and 20 percent state government and publicly-tendered

L Another U.S. executive suggested that Canadian firms would be brought in as local partners if the developer made
this a prerequisite to winning the job - that is "50 percent of something is greater than 100 percent of nothing”.
Foreign partners would also be brought in if the local firm was not independenty qualified for the particular job and
"could ride along and leamn something”. This executive suggested that his firm would examine and evaluate all joint
venture proposais based on their individual merits and based on the company's workload at that point in time.
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to firms with a principal line of business in New York State. The joint venturing then also allowed
the Canadian partner to accommodate this requirement.

5) In the opinion of one executive, "buying a company or buying some people is preferable to
paying your dues and losing money. This is the route to go".

[n the event that Canadian firms do buy their way into the U.S. market, it was recommended by
the executives and association sources with whom we spoke that the local firm be left reasonably
autonomous, "buy it then leave it alone”. The construction industry is one where local contacts,
entrepreneurial flavour, and key corporate. individuals play a major role. Radical change in any of
these may cause key people to leave and may over time render the firm a bit player in its regional
market.

In one instance, a Canadian firm made a very minor U.S. acquisition, primarily to obtain a client
list as a base from which to start its business development. This firm was of the opinion that
acquisitions of contractors involved simply "equity and people" and that an acquisition that did not
evaluate these two requisites would be destined to fail, whether in Canada or the United States.

It was suggested that, as of September 1989, price/earnings ratios of 8-10 !were typical of private
acquisitions in the contracting industry.

6) Entrants into the American market should be prepared 1o "pay a price” in terms of committing
substantial rime and resources to the marketing efforz. .

Many individuals with whom we spoke feit that firms should be willing to devote substantial Gme
and effort in order to enjoy long-term success in the U.S. market. American firms are "more
throat-cutting” than Canadian contractors and gentleman's behaviour is often not widely respected.
As expressed by a dispute resolution expert, “the only fair treatment in the U.S. is what brings in
dollars." ‘

However, while the requirement for long-term commitment may be true in a general sense, there
have been exceptions to this requirement. For example, one Canadian firm with whom we spoke
was successful on its first bid - a joint venture - in the U.S., while another respondent "bid on a

IFor the U.S. as a whole, public companies trade hands at a considerably higher ratio. The average purchaser in the
United States (during the year preceding July 1989) paid a price twenty times the annual earnings of the seller, and
1.5 times the seller's annual revenue. This applies not just to public construction firms, of which there are very
few, but rather to all public firms in the U.S. which were acquired during the year.
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number of contracts, spending $125,000 over a seven month period, before winning contracts for
$US 80 million". In these instances, it appears that certain qualified firms can prepare bids
through their Canadian office, and stand a reasonable chance of winning American projects during
the course of a year.

In the opinion of a New England academic, a strategy of maintaining low U.S. overhead, and
entering the market through "hit and run” (ie bidding, winning the odd job, then moving
elsewhere) could be successful for small Canadian firms. This opinion, however, is contrary to
commonly accepted wisdom regarding penetrating foreign markets. It is also contrary to the
strategy which the Japanese contractors are adopting in entering the market - they typically adopt a
ten-year strategy toward long-term profitability in the American construction market.

7) For a number of reasons, the establishing of a U.S. corporate subsidiary is recommended.

The satellite office should be able to handle the banking, subwrading, and cash flow through
establishing contact with a local bank. There were no problems conveyed to us regarding working
with American banks. In handling taxes, firms typically establish a U.S. subsidiary which pays
taxes on its revenue accrued from U.S. projects during the year. While the tax system is generally
felt to be quite similar to that in Canada (although rates are lower), one firm did feel that the
«calculation and payment of federal, state, county and municipal taxes in the U.S. was more time
consuming than in Canada.

8) Maintaining tight control on overheads is considered essential in the U S. construction
industry. _

Examples of Japanese firms opening large, posh offices on Fifth Avenue in New York to impress
potental clients are commonly cited in the industry - such a path is considered ineffectual. The
industry leaders in the various regions typically run very tight ships paying close attention to
bidding and cost control Lacking the financial backing of Japanese contractors, Canadian firms
are also advised to maintain tight control over their finances and cash flow. One executive with a
development firm suggested that contractors with high overheads inadvertently provide developers
with a price bargaining edge as they then know that the contractor must take on work to cover
overheads.
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9) Canadian firms should join the local association and read the local journals. A
Certain Canadian Consulate officials suggested that Canadian firms, in penetrating the American
market, join the Associated General Contractors as a ticket in to the market. The association
provides a wide range of services, as described in the Appendices.

There are many sources of information which firms should cover to stay abreast of relevant
happenings. Some of these are listed in the Appendices, although key regional sources should
become evident upon spending a few days in the area. In Seattle, for example, the Daily Journal of
Commerce is very important, as it alerts contractors to various projects 60-90 days before bid
deadlines.

10) For a wide variety of reasons, firms are well advised to contact the responsible Canadian
Consulate, and artend appropriate trade shows, when considering entry into a particular regional
markez.
Commercial officers at the Consulate (Appendix E) are quite knowledgeable, helpful and
responsive. Information concerning local lawyers, engineers, procurement officers, and a host of
other areas is readily available through the Consulate. Introductions are also made by Consulate
officers, although officers request that introductions, when made, are followed through by
company officials, as introductions which are not followed through reflect poorly on the image of
" the Canadian government and Canadian industry.

Consulate officials also arrange trade missions in their region, the corporate costs for which are
half-coverable through the PEMD!. Potential exporters shouid note that trade shows, seminars,
and conferences are a useful method of both, marketing goods and services, and establishing
contacts. The Canadian Construction Association may wish to initiate discussions with External
Affairs and International Trade to arrange a series of trade missions pulling together those
Canadian firms considered qualiﬁed to offer serious export potential.

11) Canadian contractors should be much more active abroad and, where feasible, should be
registered with agencies such as CIDA as both contractors and engineers.

During the past fifteen years, the federal and various provincial governments have been very active
in assisting Canadian engineering firms in exporting services. However, contractors have often

LAs described in the Appendix, the Program for Export Market Development is a very popular method of becoming
acquainted with new markets, among other objectives, at a reasonable cost to industry.
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not pursued CIDA finance projects, even though it is not unusual for contractors to have 50-100 ‘
engineers on staff. Furthermore contractor's engineers are arguably more experienced, hands-on

and pragmatic than those in consulting firms, and may be well qualified to benefit from CIDA and

other international funding. While this suggestion may not be directly relevant to the U.S. market

in the short-term, the larger and more internationally-experienced contractors will stand a better

chance of succeeding in the U.S. market over the long haul. Canadian contractors which continue

to simply "roam in their backyard" will likely remain small and see decreased eamings in future

years.

12) Canadian governments should make every effort to increase the service industry awareness of
officers at U.S. posts.

As discussed in an advisory paper for the Uruguay GATT negotiating round, Canadian
Consulates, in frequently moving their sector officers, reduce the knowledge and contact base of
the responsible officers. They are, as a result, described in the paper as being less effective than
their Japanese and European counterparts!. As it may take 2-3 years for government officials to
establish local contacts in certain industries, the posting of locally-engaged officers for longer
periods of tdme should be considered.

13) Firms should visit the region in order to "get a first-hand feel'; for the environment into which A q
they are considering entry.

It was felt useful by some firms to, as a market-entry step, talk to local union representatives,
associations and other contractors, as well as to observe ongoing projects in order to increase their
comfort level prior to bidding. One Quebec-based contractor, prior to opening an office in the
U.S., sent its President and a second employee down separately to survey and talk with various
individuals in the Carolina's, Florida and Georgia region. After comparing notes, and evaluating
which location could best serve the Defence and Aerospace markets, they selected an office
location. Such a strategy - spending time to understand the market, then making a commitment to
the region - is recommended. Having entered the region, the firm should then maintain regular
contact with the major developers in the region to monitor their activities.

1Similarly, organizational difficulties at the Federal Industry Department has limited its effectiveness in recent years
in helping Canadian contractors enter foreign markets.
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14) Canadian firms may have a cost and timing advantage over their American competitors
th}ough maintaining flexibility in managing individual projects.

One Canadian construction firm is of the opinion that the U.S. competitors are more rigid in their
project management function, where often one or two project managers, superintendents,
engineers and office managers are hired at the start of the job and remain in these positions undl the
completion of the job. Canadian firms, on the other hand, staff the managerial functions with
fewer people and maintain a flexible approach regarding how long a particular individual will
remain on the job. For example, the project engineer will often be moved onto another job upon
completion of the planning and costing aspects, and. may be called in as required on other
occasions. American firms "would have these people there twice as long” and at twice the cost.

Be Aware:

15) As discussed in the unionization section, while unions overall are in decline, there stll remain
certain regions of the U S. where unions have a significant presence.

The heavily-unionized Northeastern states were described by one Canadian firm as being averse to
foreigners and potentially quite qoublesome (out-of-country firms and out-of-state firms are
generally grouped together in this respect). Simations such as forcing a non-union trucker to
unload steel outside the.construction site so that a Teamster truck could carry it into the
constructon site are not unusual. Canadian entrants should be aware that such obstacles
potentally exist in the high union areas, particularly in the Northeast.

On the other hand, one firm with whom we spoke felt that project labour agreements and other
matters were handled more smoothly with the American unions than with their Canadian unions.
The lack of distinct seasons in the southern regions eliminates many of the time and negotiating
pressures which exist in regions with harsh winters. Union relations may therefore be more
harmonious in the Southern and Western States.

In active regions, such as California and New England!, the construction unions have virtually full
employment which means that companies with poor ties to the union hall are likely to end up with
the "bottom of the barrel” in terms of labour quality. Linking with a firm with strong union tes
will help avoid such a situation.

Inote, however, that the New England economy slowed considerably during 1989.
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Many non-union firms, not having access to union-hall labour pools, have established informal | ‘
communication networks with each other, wherein labourers are quickly moved from one firm's
project at completion onto another contractor’s project if and when required.

16) Canadian contractors generally feel that U.S. construction labour is comparable in quality and
cost 1o that in Canada.

In a New York State transit project, for example, the electrical and mechanical work was sub-
contracted to the top local firms and their work was described as "excellent”. In a Seatte transit
project, the electro-mechanical subtrades are "of similar quality and expertise” to those in Canada.
It was mendoned to us by one firm that American subtrades are less sophisticated in their pricing
policies and that some subcontractors expect to renegotiate, with the winning contractor, the inigal
quotes which they had submitted at tender dme. Canadian contractors should be aware of this
possibility when reviewing the initial submissions.

17) It is felt that, on average, the American market offers comparable or slightly higher profit
margins than the Canadian market.

For example, one contractor active in the United States estimated that the profitability on
commercial buildings in the Eastern U.S. extends up to the ten percent range, compared to around
five percent for buildings in Toronto or Montreal, while another estimated that the gross margin in
the U.S. was double that for his office projects in the Montreal and Toronto markets.

One commercial developer in California estimated that a $US 20 million office project would
produce a return to the general contractor of three percent, down from the 4-5 percent level of five
years ago. In addidon ,where the contractor is invoived in some design "value engineering"
aspects, its profit could increase by about one-third.! California association representatives
estimated that profit margins in the four percent range for office and commercial developments
were attainable in the state provided the contractor had good relations with the developer.

Amongst other interviewees, none felt that the American market was less profitable, although some
were of the opinion that the two markets offered comparable profitability. The profitability on

1Being involved in the design stage does not appear to guarantee that the contractor will receive the construction
contract. It was suggested that in many cases the developer will put the job out to bid, despite having worked with
one contractor during the design stage. Canadian firms should be aware of this possibility.
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heavy civil projects in the United States is generally higher than on bonded buildings and other
secured projects.

18) Canadian firms should be aware that foreign construction companies as a group are suffering
losses on their U.S. activities.

The Department of Commerce's 1987 Survey of Current Business shows the Net Income position
of Foreign Direct Investment Construction Firms as being a loss of $US 27 million in 1981, a loss
of $US 44 million in 1982, a profit of $US 13 million in 1983, a loss of $US 65 million in 1984,
and a loss of SUS 133 million in 1985. This may be influenced by what a Commerce Department
Officer described as "a Japanese philosophy that the cost of entering a market is to lose money for
ten years". On a comparative basis, individuals within the U.S. Department of Commerce estimate
that American construction firms receive profits of around one percent of sales, while foreign-
owned contractors in the U.S. are losing money in the order of two percent of sales.

19) Businesses in the United States and Canada operate with similar payment terms.

General contractors typically receive progress payments, with a lump-sum upon project

completion, while subcontractors get paid when the general contractor is paid. Payment is made
within a 45-60 day period. One practice described as common in the U.S. twenty years ago was
that of overloading cost items early in a project, such that the contractor's receipts exceeded outlays -
thereby allowing the firm to work and eam interest "using the developer's money”. In recent

years, developers have operated more tightly and contractors typically do not front-end-load
anymore.

20) Canadian firms reported relatively few difficulties in the area of obtaining temporary entry and
working status.

While this is true in a general sense, some Canadian executives and engineers have occasionally
encountered difficulties in entering the U.S. for business purposes. The Free Trade Agreement
eases entry restrictions. Under the FTA, four categories of business visitors will find it easier to
cross the border. Business visitors may enter to conduct commercial activities, through applying at
any entry point (B-1 Status, no fee). Professionals (engineers, architects) may enter at any entry
point, provided appropriate educational, licensing, and employment requirements are met (TC-1
Status, $50 fee). Traders and investors must apply for a non-immigrant visa before leaving and
must meet the appropriate rank and ownership requirements (E Visa, $40 fee). The forth category,
intra-company transferees, must have a petition compieted by the U.S. employer and meet the
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length of employment requirement before entering (L-1 Status, $35 fee). Canadian Consulate
officials can provide further details and definitions associated with the entry requirements.

21) Disadvantaged business and equal opportunity laws apply to public construction projects.

A major construction-related difference between Canada and the United States, according to a firm
active with government agencies in the U.S., is the often complex and onerous requirements of the
disadvantaged business and equal opportunity laws which exist in the United States for
government funded projects.

These requirements may stipulate that 25 percent or more of particular public projects must be
subcontracted to designated companies controiled by minorities. For example, the Community
Redevelopment Agency in California requires that 30 percent of an awarded project must be
directed (by the General Contractor and occasionally by A-E firms as well) toward minority-owned
businesses, while a recent Los Angeles sewage project had 14 percent minority and three percent
female requirements. Despite a recent ruling striking down the constitutionality of these
requirements, it is felt that most governments will march to their own drum and continue to award
contracts with these requirements. Americans are willing to talk openly regarding these barriers
and requirements - Canadian firms should discuss these matters as early in the project as possible.

Various interviewees argued that these requirements force them to both, contract with unqualified
and undercapitalized parties, and increase the payroll by at least one person simply to administer
the associated paperwork. Thus, the common perception of the non-bureaucratic United States and
the socialized and bureaucratic Canada may be somewhat misleading in this respect. In active
economic times, the limited number of qualified firms may be heavily booked and reaching goals
may thus be a challenge.

22) The productivity and skill of American firms is on an approximate par with Canadian firms.
With the exception of financial backing and local know-how, Canadian firms are felt to be very
competitive with their American counterparts. For this reason, it was suggested that large
contractors willing to spend time and dollars would succeed in the U.S. market because of its size
and opportunity.
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‘ 23) Many contractors described the "old boy network” as a major factor behind succeeding in the
United States market, particularty in the more established northeastern and Florida markets.
As described by one executive, working the old boy network is "not an all-powerful requirement
but one which places local players in better shape than someone who blew into town yesterday”.
Local firms tend to get bonding cheaper, haggle with suppliers better, get along with labour more
smoothly, receive the union's better workers, and iron out code-related issues with inspectors
more easily.
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Table A-1: The Top 45 Contractors in the United States
(source: ENR Magazine, May 1989)
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12 Jones Group Inc., Chertotte, N.C.° L1187 383 . . . , , . 3
13 Brown & Root Inc, Houston, Teias® . 20310 4418 v . v ' . f 3
14 Jacobs Engineonng Group Inc.,

Pagacdena, Caiit.® 1.818.0 60.0 v ’ 20
18 Centox Generat Construction Coe,

Oatan, Tonae* 1,750.0 K] . . - . . - . ]
18 ICF-Kaizer Engincers Group !nc, Foirfax, Va.* 1,724.0 a.7 . . v - . . . 33
17 Stone & Wobster Engineering Corp.,

Boston, Masa 1.527.9 410.8 . ’ . . . . 0
18 Kigwrt Construction Group Inc, Omana, Ned.® 13841 2118 v ’ v . . . 9
19 BEAK Inc, Biwmingham, Ala. . 1.325.0 250 v v v - - ' - b]
20 The Austin Co. Claveiand, Ofsd* . 1,3199 250.9 v y . v - v - 0

21 Feteher Construction (U.S.A) Lid.,

Honotutu, Howail® 1,168.8 0 . . . P . . . 0
22 Guy F. Aminson Co.

South Sen Francisco., Cait.°

1,183.4 5714 v ’ . v v v . . Q

23 Gilbane Buiiding Co. Providence, AL® .. 1.1487 2 ’ ’ - . - - - - 55
24 The Clart Construction Group Inc,

Bethasda, Ma.*® 1,1342 ] v v v - - - - b]
25 United Enginesrs & Congtructors ind Inc,

F"m \ia, Pa.° ‘,0‘7.0 a0 v . v - . - Q
26 Porini Corp. Framingham, Mase.® . 1,0607.1 108.8 . ' ’ ' ' - . ' 2
27 WcDavitt & Strect Co. Chartotta, N.C. 997.4 0 v v - v - - - - Q
28 HCB Contractors, Daftas, Toxas 387.0 [ ] . . - - - - - - 1
29 Huder, Hunt and Nichols (nc., Indianapodia, Ind 9050 0 B v - . - - - 64
10 Schal Aszocistes Inc, Chicago, IR o $00.0 S33.0 / ' - . - - - - 98
31 Bazon Construction Co. Inc, Houston, Toxae* 871.0 40 . . . - . v ’ . 5
2 , St Louis, Mo. 847.8 0 / v - ’ ' - - 40
33 CBl Incdustrics inc, Oak Brook, IR° 740.0 2850 - ‘ 4 . - v . . Q
34 McDarmaott Intamnstional, New Oricans, La.* .. 720.3 ko < € - - . - - B ’ - 0
35 Bums 2nd Roe Enterprness inc, Cradafl, ML 7054 1449 - ' . - . ' . - 24
38 Hartert Imomatons inc., Sewmingham, All° . 700.0. 1700 ’ v ’ ’ ' . . . 0
17 Bamsrd and Burk Growp Inc,

Saton Rougs, La.* §70.0 200 ’ ’ ’ - v v . . 12
38 C.L. Peck/Jones Brothers Consl Com.,

Los Angaisa, Cailt.” 8489 0 v v - ’ - - - - 30
3 Odingham Construction Corp.,

m Cailt.* 6488 733 ’ r v v r ’ v ’ 1]
40 Oick Corp., Plitgburgh, Po.* 620.4 0 ’ / ‘ v v v ’ ’ 1
41 Augtn Industites, Dadas, Texas® 6034 9 v ’ . ’ 4 ’ v - %
42 FreCon Construction Corp.. Baflwin, Mo .. 598.0 0 2 ’ ¢ I ’ v - Q
43 H.B. Zactry Co. San Antonia, Tonse* §742 615 v ’ v ’ v v - - 0
44 Goorge A Fuller Co. New Yort, LY. 544.9 510 v’ ’ - ¥ / - v 7
45 LF. Onscodl Co. Bas Cynwyd, Pa 531.7 ¥ v - - - - - - - 100




APPENDIX A: PROMINENT COMPETITORS

As discussed in Section Two, domestically-controlled firms conduct over 96 percent of ail
construction worl in the United States. There are some 1.4 million contractors in the country, of
which around one million are small, individually-owned proprietorships and around four thousand
conduct more than $US 10 million each in annual business. The U.S. industry is very
fragmented, with no company controlling more than two percent of market volume. Relative to
European and Japanese markets, the U.S. market offers lower profitability (around one percent of
revenue versus 2-4 percent in Europe and Japan) for contractors because of the fragmented market.
The European markets are much more concentrated, with perhaps a half-dozen contractors
dominatng the scene, while the Japanese market is still relatively closed to foreigners. However,
according to a recent MIT study, American contractors do earn good returns-on-investment, a fact
which makes acquisition of U.S. firms an attractive proposition.

This appendix describes the leading general and specialized construction firms in the U.S., and
includes information on firm size, type of work performed, and profitability. The companies
profiled are typically non-residential builders.

Table A-1 lists the largest construction companies in the United States, as ranked by ENR
Magazine. The figures include all revenues from prime contracts, shares of joint ventures,
subcontracts, design-construct contracts, and construction management "at risk"” (where manager
assumes financial liabilities and risks similar to those of a general contractor) contracts. There are
26 firms reporting greater than $US 1 billion in 1988 contracts. The 400 largest contractors had
average domestic business of $US 320 million and average foreign contracts totalling $US 65
million in 1988.

Table A-2 provides information from the Forbes 1989 Annual Directory. This directory lists 1988
sales, sales growth, return on equity and debt-equity ratios for a number of leading construction
firms. This informaton is for the firm as a whole, and in many instances includes revenue from
non-construction activity - it is likely not as accurate as that in the construction-oriented ENR
Magazine. Table A-2 indicates that the average American commercial firm has grown at an annual
rate of 6.3 percent during the past five years, has had a return-on-equity (ROE) of 2.5 percent over
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Table A-2: Prominent Construction Companies in the United States
Company 1988 Growth Income/ 1988 Debt/
Sales Equity (%) Equity (%)
$US mil Syr.avg Syr.avg
Guy Atkinson 926 -3.6 7.7 17
Blount 1,385 11.4 12.4 111
Butler Manufacturing 633 10.3 2.0 24
CBI Industries 1,335 12.4 def 75
Centex 1,627 8.5 13.2 37
Comstock Group 413 15.0 def 310
Dover 1,885 9.9 17.3 3
Ensearch 2,768 -6.4 2.4 100
Fischbach 976 -2.0 def 33
Fluor 4,740 -9.7 def 25
Foster Wheeler 1,077 -5.8 7.3 42
Halliburton 4,463 -14.1 0.6 10
Henley Group 2,788 31.0 na 12
Jacobs Engineering 757 -0.9 def 28
LVI Group 488 99.7 na 241
MMR Holding 556 45.2 na 25
Morrison Knudsen 1,972 -3.5 6.5 34
Perini 870 -4.5 2.5 36
Trinity Industries 745 6.3 2.1 95
Turner 3,133 7.3 10.6 138
Median - Commercial na 6.3 25 35
Source: Forbes 1989 Annual Report on American Industry
Note: "na" denotes that less than four year's worth of data are available. "def" denotes a deficit.




this period!, and a 1988 debt-to-equity ratio of 35 percent. According to Forbes, the commercial
construction industry has low profitability when compared to U.S. industry as a whole - for
example, its ROE figure is only one-fifth that for all American industry.

In entering the American market, Canadian firms may also encounter some leading foreign
contractors. While foreign contractors currently capture only four percent of the market, this share
is expected to increase. According to ENR Magazine, the ten largest foreign contractors captured
SUS 8.3 billion worth of business in the U.S. in 1988. These firms are Holzmann (Germany),
Bovis (England), Fletcher (New Zealand), SAE (France), Aoki (Japan), Davy (England), Bilfinger
Berger (Germany), PCL (Canada), Kajima (Japan) and John Brown (England). Most firms
captun:.this business through U.S. acquisitions - for example, Fletcher made three American
acquistions during 1988.

The following paragraphs discuss some of the dominant firms in more detail:

Guy Atkinson

Based in San Francisco, Atldnson has sales over $US 900 million. The company employs around
8,100 people, including those in its subsidiaries, Walsh Construction and Bingham Willamette. In
addition to heavy construction, Atkinson is active in oil and gas operations and industrial pipe
manufacturing. Approximately $US 700 million of its total revenue is from construction, largely
of dams, roads, tunnels and other public projects. It appears that Atkinson is more profitable in
other industries - for example, while 77 percent of its revenue accrues from construction, only 18
percent of its profits are derived through construction actvites.

Blount

Based in Montgomery, Alabama, Blount manufactures speciality steel and machinery in addition to
its construction activities. Some $460 million, or one-third of its total sales are derived through its
Construcdon Division. According to Forbes, the firm lost money on its construction operations in
1988. Omark Canada is a Guelph-based Canadian subsidiary of Blount.

IResidential construction firms, with a five-year ROE of almost 16 percent, are far more profitable than commercial
firms
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Butler Manufacturing

Based in Kansas City, Butler is active in manufacturing pre-engineered metal and wood buildings
in addition to its general contracting work. Its 1988 sales totaled around $US 630 million. Over

90 percent of its 1988 revenues and profits stemn from its construction activities. The firm has an

operation in Burlington, Ontario which manufactures pre-engineered buildings.

CBI Industries

Based in Oak Brook, Illinois, CBI is a large holding company active in transportation as well as
metal plate construction. According to Forbes, one-half of its 1988 revenues of $US 1.3 billion
were from construction, although these operations were not profitable in 1988.

Comstock Group _

Based in Connectcut, Comstock employs around 3,000 people in its electrical and mechanical
contracting and construction of mass transit, highways, nuclear and waste facilides. Its
engineering subsidiary has $US 53 million in sales, about fifteen percent of the firm's total sales.
The remainder of the firm's revenue stems from construction activides.

Centex

Based in Dallas, Centex is active in residendal and general construction and manufacturing of
cement. About one-half of its 1988 revenues of $US 1.6 billion were from construction, although
this segment appears to contribute only one-fifth of the firm's total profits.

Dover Corp

Dover is based in New York City. The bulk of its activity is in manufacturing of pumps, controls,
circuitry and other related items. In 1988, about one-third of its revenues and profits were from its
construction projects.

Ensearch Corp

The large size of Dallas-based Ensearch stems primarily from its involvement in petroleum
explorauon, gas transmission and oilfield services in addition to its engineering and construction
activity. Construction provided approximately one-third of its total 1988 revenues of $US 2.8
billion. The segment was not profitable in 1988.
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Fischbach Corp

Based in New York City, Fischbach, with $US 1 billion in sales, is the largest electrical and
mechanical contractor in the United States. Virtually all of its revenues are derived from
construction. Fischbach is currently engaged in an ownership battle between Victor Posner, who
bought it in 19885, and six directors who have filed a lawsuit against him. The Securities Exchange
Commission is also currently investigating the matter. The company has struggled during the past
several years, although its loss figure of $US 14 million in 1988 represented an improvement from
the $US 36 million and $US 16 million losses of the two previous years.

Fluor Daniel

Based in Irving, California, Fluor is active in engineering and construction as well as in managing
the exploration and production of various minerals. Around 90 percent of its revenues and profits
stem from construction - indeed, Fluor is one of the few firms, according to Forbes, which
reported higher profits on construction than on non-construction activities in 1988. The firm has
operations worldwide including Canada (Calgary), Saudi Arabia, Australia and the United
Kingdom. Fluor is actve in industrial construction - for example, the firm has increased its
petrochemical construction work five-fold over the past two years.

Foster Wheeler

A large manufacturing firm based in New Jersey, Foster Wheeler is active in manufacturing
chemical and industrial equipment in addition to the activities of its engineering and constructon
group. Its 1988 sales totaled $US 1.1 billion. Approximately one-half of the firm's revenues are
from its construction group, although this group lost money in 1988, according to Forbes review.

Halliburrton

Based in Dallas, Halliburton is a large producer and servicer of drilling equipment, oilfield
equipment and pulp and paper mill equipment in addition to its engineering and construction
activities. Based on 1988 data, it appears that some 45 percent and 60 percent of the firm's
revenues and profits, respectively, stem from its construction operations.
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Henley Group

Based in La Jolla, California, the Henley Group is a dominant firm in providing engineering,
architectural and surveying services in addition to supplying industrial machinery and equipment.
Approximately one-half and one-third of the company's 1988 sales and profits, respectively,
stemmed from construction activities.

Jacobs Engineering
Based in Pasadena, California, Jacobs is an $US 800 million engineering and construction firm
with around 2600 employees. Four-fifths of its revenues are in the construction segment.

LVI Group

Based in New York City, LVI specializes in interior construction and asbestos abatement while
also producing certain types of equipment. Construction accounted for over 90 percent of the
firm's total revenues and profits in 1988.

MMR Holding

Based in Baton Rouge, Louisiana, MMR is a large electrical and specialty trades contractor with
350 full-time and 2,500 part-time employees. Construction accounted for over 90 percent of the
firm's total revenues and profits in 1988.

Morrison Knudsen

Based in Boise, Idaho, Morrison Knudsen is a large construction and engineering firm, employing
almost 20,000 in its operations, which aiso include shii:building and real estate development. It
appears that the real estate operations are more profitable than construction - for example, although
construction contributed ninety percent of 1988 revenues, it provided only six percent of profits.
The firm has a long history in civil projects, having been one of the principal contractors on the
Hoover and Grand Coulee dam projects, and it is currently expanding its civil business in water
tunnels, airports, prisons, and mass transit projects.

Perini

Perini, in Framington, Massachusetts, is a $US 900 million construction, real estate, and coal
mining company. The latter operatons are more profitable than construction - for example,
although construction contributed over 90 percent of 1988 revenues, it provided only five percent
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of profits. Perini owns some 75 percent of Majestic, an Edmonton-based pipeline construction -
company, which in turn owns 45 percent of the Monenco engineering firm.

Trinity

Based in Dallas, Trinity manufactures rail cars, pressure vessels and marine products in addition to
its construction activities. Construction contributes around one-quarter of the firm's revenues and
profits.

Turner Corp

Based in Illinois, Turner is a $US 3 billion company. The construction arm builds commercial,
government, and residential projects, as well as being involved in real estate development and
building operation.
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APPENDIX B: CONSTRUCTION TRADE SHOWS

Many firms are taking advantage of trade shows, an activity which ranks among the most
important of all marketing vehicles, particularly in the United States. A trade show provides sellers
with the opportunity to exhibit products or services, to meet with top buyers in the industry, and to
investgate the competition. Trade show are fast-paced - typically a trade show lasts 2-3 days,
during which the sales representative attempts to meet as many buyers as possible, while often in
the midst of direct competition.

Following is a partial list of rade shows related to the construction sector. The listed individuals
and organizatons should be able to provide the most topical information on upcoming shows.
Appendix D provides a listing of associations, and interested firms may wish to contact these
associations to find out more topical information on other relevant upcoming trade shows.

Generally, these trade shows are offered on an annual basis, usually during the autumn season
The shows are categorized into those pertaining to equipment, nonresidential construction,
renovauon, and specialized shows. External Affairs and International Trade Canada (as discussed
in Appendix E) are very active in the trade show area, sponsoring Canadian pavilions at hundreds
of trade shows each year - Department officials could also be contacted by firms in search of more
topical information on upcoming shows.

EQUIPMENT AND MATERIALS

Name: ACI Convention
Sponsor: American Concrete Institute
Product: concrete-related
Date/Location: March 18, 1990 in Toronto
November 11, 1990 in Philadelphia
Contact: Ann K. Bruttell, ACI in Detroit, (313) 532-2600
Name: Building Products Expo
Sponsor: Key Productons
Date/Location: usually in October
Contact: Chalisse Hunter, Key Productions in Hartford, (203) 247-8363
Name: Construction Contractors Equipment Exposition
Sponsor: Dwyer Exhibidons
Product: heavy construction equipment, products and services
Date/Location: usually in December
Contact: Martin Dwyer, Dwyer Exhibidons in Chicago, (312) 467-4590
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Name:
Sponsor:
Product:

Date/Location:

Contact:

Name:
Sponsor:
Product:

Date/Locaton:

Contact:

Name:
Sponsor:

Date/Locaton:

C_omact:

Name:

DMon:

Contact:

Name:

Date/l.ocation:

Contact:

Name:

Date/Location:

Contact:

International Concrete and Aggregates Show
Sand&Gravel Assoc, Ready Mixed Concrete Assoc, Stone Assoc.
gravel, stone, concrete related

January 28, 1990 in Las Vegas

Jim Deters in Louisville, KY, (502) 695-1535

World of Concrete

American Society for Concrete Construction (ASCC)
concrete equipment, products and services

usually in February }

Daniel J. Sladek, ASCC in Addison, 11, (312) 543-0460

CSI Construction Products Trade Show

CSI

usually in May

Jacqueline Haughton in Wheat Ridge, Co, (303) 422-3444

Construction Contractors Equipment Expo
usually in December
Martin Dwyer in Chicago (312) 467-4590

National Precast Concrete Association
usually in March
Robert Walton in Indianapolis, (317) 253-0486

Prestressed Conrcrete Institute
usually in October
Thomas Battles in Chicago, (312) 786-0300

NONRESIDENTIAL SHOWS

Name:

Date/Location:

Contact:

Name:

Date/Locaton:

Contact:

Name:
Sponsor:
Product:

Date/Location:

Contact:

Name:
Sponsor:
Product:
Contact:

American Road Transportation Builders Association (ARTBA)
usually in November
Robert Hinton at ARTBA in Washington, (202) 488-2722

National Asphalt Pavement Association
usually in January
R. Jensen in Riverdale, Md, (301) 779-4580

Co;nstructi’on Specifications Institute

CS

non-residential construction products and services

June 29, 1990 in Chicago

June 28, 1991 in San Diego

John Atherton, CSI in Alexandria, Virginia, (703) 684-0465

Council of Educational Facility Planners Conference
The Council

education facility related

Karen Stevens, The Council in Columbus, Ohio, (614) 422-1521
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Name:
Sponsor:
Product:

Date/Location:

Contact:

Name:
Sponsor:
Product:

Date/Location:

Contact:

Name:
Sponsor:
Product:

Date/Locaton:

Contact

Name:
Sponsor:
Product:

Date/Location:

Contact:

Name:
Sponsor:
Product:
Contact:

Name:
Sponsor:
Product:

Date/Locaton:

Contact:

Name:

Date/Location:

Contact:

Name:

Date/Locaton;

Contact:

Name:

Date/Location:

Contact:

National Commercial Building Exposition and Conference
Buildings Magazine
ial building
October 17, 1990 in Chicago
October 23, 1991 in Atlanta
Marvin Park, Marvin Park Assoc in Park Ridge, Ill, (312) 823-2151

Office Building Show

Building Owners and Managers Association (BOMA)
office building products and services

usually in June

Charles T. Glazer, BOMA in Washington, 202 289-7000

The AGC/Constructor Annual Exposition

Associated General Contractors

construction-related equipment, software, materials and services
usually in March

Cynthia Holt, AGC, Washington, (202) 393-2040

American Resort/Residential Development Association
Dobson and Assoc

products and services for resort and vacation related projects
usually in April

Dan Dobson, Dobson and Assoc in Washington, (202) 775-3606

CMC Computers/Management for Contractors/Engineers
Engineering News-Record

hardware and software for the construction industry

Irene Nelson, Fleishman&Linden's in Palatine, II1, (312) 397-7818

Eastcon

AGC and two other organizations

construction equipment, components, products and services
November 7, 1991 in Tampa

William Campbell, Charlotte, (704) 376-6594 or (800) 334-0248

Builders Contractors Assoc
usually in March
Joan Dickson in Washington, (202) 637-8800

Systems Builders Association
usually in March
Christopher Long in West Milton, OH, (513) 698-4127

National Association of Industrial and Office Parks
usually in October
NAIOP in Virginia, (703) 979-3400
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RENOVATION SHOWS

Name:
Sponsor:
Product:
Date/Location:
Contact:

Name:
Date/Location:
Contact:

International Remodelling Contractors Association Expo
International Remodelling Contractors Association

building and remodelling products

usually in February

Daniel Miller, McGrath and Assoc in Atlantic City, (800) 257-8626

National Association of Remodeling Industry
usually in March
James Tolliver in Arlington, VA, (703) 276-7600

SPECIALIZED SHOWS

Name:
Sponsor:
Product:
Date/Location:
Contact:

Name:
Date/Location;
Contact:

Name:
Date/Location:
Contact:

Name:
Date/Location:
Contact:

Name:

Date/Location:

Contact:

Name:
Sponsor:
Product:

Date/Location:

Contact:

Name:

Date/Location;

Conract:

Name:
Date/Location:
Contact:

Wall and Ceiling Industry Convention and Expo
Association of the Wall and Ceiling Industries International
wall and ceiling related

March, 1990 in Orlando

Cam Baker or Kevin Morules, Washington, (202) 783-2925

Mechanical Contractors Association of America
usually in February
Cynthia Buffington in Bethesda, Md, (301) 897-0770

National Association of Elevator Contractors

" usually in October

U. Parks in Adanta, (404) 261-0166

Insulation Contractors Association of America
usually in September
Hartley Edes in Rockville, Md, (301) 926-3083

Scaffold Industry Association
usually in June
Victor Saleeby in Van Nuys, CA, (818) 782-2012

American Congress Surveying Mapping Arnual Meeting
The Congress

surveying and mapping related

usually in March

Richard Dorman, Congress in Falls Church, Va (703) 241-2446

International Fence Industry Association
usually in January
Kay Knapp in Austn, Tx, (512) 339-8376

National Asbestos Council
usually in September
Paul Skoglund in Decatur, GA, (404) 292-3802
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Name:
Sponsor:
Product:

‘Date/Location:

Contact:

Name:

Date/Location:

Contact:

National Association of Home Builders

NAHB

building and construction products and services

usually in January

Ignacio Cabrera, NAHB in Washington, (202) 822-0424 or
800 (368-5242)

Deep Foundation Institute
usually in October
Robert Compton in Sparta, NJ, (201) 729-9679
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APPENDIX C: MAGAZINES, STUDIES AND OTHER SOURCES

There are a number of sources! which provide useful information on the U.S. construction market.
The most important U.S. construction publicauons are described below:

FW Dodge - Construction Market Forecasting Service

Provides five-year forecasts of construction markets grouped into 22 segments. All groupings are
presented at the national and nine-region level. Data is also available, at addidonal cost, for the top
fifty metropolitan areas covering office, retail, warehouse, hotel and housing structures. The basic
annual subscription providing quarterly publications costs approximately $US 12,000. Contact
Eileen Anderson at (212) 512-3711 for further information.

Uhnited States Industrial Qutlook

The Outlook is produced annually by the International Trade Administraton of the U.S.
Deparmnent of Commerce. It is a large book which reviews the recent scene, long-term outlook,
trends, and characteristics for some seventy industries, including construction.

Building Permits Branch of the US Census Bureau
Contact Brenda Yates at (301) 763-7244 for reports and information on building permits and
construction actvity levels.

Construction Review Magazine

Provides historical, outlook, and other construction information on a bi-monthly basis. Some of
the information is available on a state basis. The magazine also summarizes some FW Dodge
information. Contact Charles Pitcher (202) 377-0132, the editor of the magazine, at the Building
Materials and Construction Division of the International Trade Administration of the Department of
Commerce.

Value of New Construction Put In Place

This division of the Census Bureau provides monthly information on the value of construction
nationally. Private construction is segmented into twelve structure types, while Public construction
is segmented into eleven structure types. This comprehensive national information is available
from Vicki Garrett at (301) 763-5717 at the Census Bureau.

! An exhaustive listing of relevant journals was provided and arranged into 32 construction and material categories in
the January/February, 1989 issue of Construction Review magazine. Call (202) 377-0132.
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State and Local Government Procurement Information

The documents Government Finances and State Government Finances provide comprehensive
information on sewerage, highway, and education capital outlays by state governments and local
governments. The latter are divided into county, municipal, township, school district, and special
district governments. This information is available from Henry Wulf (301) 763-7664 of the
Governments Division of the Census Bureau.

Trade Show and Convenrion Guide

This annual publication lists and provides information on U.S., Canadian and international trade
shows by industry. The guide is available for $US 75 from Billboard Publications in Nashville
(615) 321-4250.

Industrial and Office Vacancy Rates

The industrial information charts quarterly the vacancy rate for rolling four-year pericds for 32
major U.S. cities. The office information charts the rates in downtown and suburban regions for
52 U.S. cites and regions. The information is produced by Coldwell Banker. Contact Theresa
Garrison at (703) 734-4700.

Cwrrent Construction Projects

Coldwell Banker also produces a semi-annual document discussing rents, lease rates, tenant
profiles, absorption and projects under construction in 57 markets across the United States.
Individual market reports, discussing local office and industrial markets in a detailed manner, are
also available from Coldwell Banker - Canadian contractors who have identified particular regions
of interest to them may be wise to obtain the relevant reports. Information on these office and
industrial documents may be obtained from Jeff Torto at (617) 742-5744.

ENR Magazine (formerly Engineering News - Record)

ENR is a weekly publication of McGraw-Hill. It reviews activities, trends, forecasts, companies,
and issues which are topical in the U.S. construction industry. ENR also produces annual issues
on the Construction Forecast, the Top 400 Contractors, the Top 250 Specialty Contractors, and the
Top 250 International Contractors. Each weekly issue contains information on specific projects by
state and specific proposals by city. ENR is described by industry insiders as the best source of
construction information in the country. Further information and subscriptions may be obtained
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from Shirley Kiss, ENR, PO Box 423, Hightstown, NJ, 08520 at telephone (609) 426-5129.
Subscriptions cost $US 49 annually or $US 94 for three years.

Construction Cost Information - R.S. Means Company

The research firm, R.S. Means, monitors the U.S. construction industry on an ongoing basis and
publishes construction cost information dealing with foundations, framing, roofing, mechanical,
electrical, overhead, profit and various other aspects of the construction of residendal, commercial,
repair and remodeling, and industrial strucrures. These documents can be purchased for around
$US 50 each, through calling (508) 747-1270.

Site Selection Magazine

Site Selection is published every two months by Conway Data of Atlanta. Annual subscriptions
are $US 75 within the United States and $US 87 for foreign addresses. The magazine discusses
real estate and site-related considerations and covers a wide variety of issues relevant to the U.S.
construction industry. The April, 1989 issue, for example, provides information on private and
public development organizations in several thousand communities and covering all regions of the
United Sates. Site Selection Magazine can be obtained by wrmng Conway Data, Site Selection,
40 Technology Park/Atanta, Norcross, Georgia, 30092, or through telephoning 404-446-6996.

Blue Book of Building and Construction

Contractors Register Inc. of Jefferson Valley, New York, 10535 publishes seven Regional
Editons of the Blue Book listing companies in 1) New York and northern New Jersey; 2) East
Pennsylvania, southern New Jersey and Delaware; 3) D.C., Maryland and northern Virginia; 4)
Florida, 5) southern California; 6) Chicago and Milwaukee; and 7) New England. These are
distributed to thousands of contractors, A&E's, manufacturers, governments and insttutions.
Contact (800) 431-2584 for further information.

Constructor Magazine

This sixty-odd page magazine is produced monthly by the Associated General Contractors and
described as "the Management Magazine for the Construction Industry". It deals with labour
issues, new products, legislative matters, environmental considerations, marketing, and various
other matters of interest to construction managers. An annual subscription costs $US 35 and can
be obtained through calling (202) 393-2040.

Appendix C - Magazines, Studies and Other Sources



American Business Lists Inc.

This Omaha, Nebraska firm (telephone 402-331-7169, cost of $US 2) compiles a listing of
fourteen million American businesses from yellow page listings and provides the number of
companies by state and industry. For example, there are 107 sub-sectors under the heading
"constuction. The list would indicate, by way of an obscure example, how many "tennis court
construction firms" there are in Tennessee.

Mertro Magazine

Published by Bobit Publishing (2512 Artesia Boulevard, Redondo Beach, California, 90278)
seven times yearly, this magazine reviews issues, products, people, rends and other matters of
relevance to the U.S. mass wransit market.

AGC Publicarions and Services Catalogue

Published by the Associated General Contractors, this catalogue lists a2 wide range of documents
and services available from the Association, including training programs, bidding instructions, and
safety regulations. The Associated General Contractors (202-393-2040) distributes this document
free of charge.

Regional Magazines

There are numerous regionally-oriented magazines which would be of value to firms entering the
particular area. For example, New England Construction, published twice monthly by the
Northeast Publishing Company, documents coming events, major New England projects and the
firms and amounts bid, industry news, people and promotions, etc covering the states of Maine,
New Hampshire, Vermont, Massachusetts, Rhode Island and Connecticut. Annual subscriptions
are $US 45 and available at New England Construction, 26 Long Hill Road, PO Box 362,
Guilford, Connecticut, 06437. The telephone number is (203) 453-3717. The Daily Construction
Service, published daily by Wade Publishing of San Francisco (415) 589-1010 provides
information on low bids received, construction plans, sub-bids, equipment sales, and conrtracts
pending for the California region, and costs $US 540 annually. Important journalis in other
regions should become evident as the firm explores the area in question.
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APPENDIX D: CONSTRUCTION INDUSTRY ORGANIZATIONS

" According to the 1988 Encyclopedia of Associations, produced by Gale Researchl, there are 182
construction associations? and committees active in the United States. These cover all facets of
construction trades and specializations. There are also other entities which provide valuable
services to the industry. The leading organizations are described below:

Associated General Contractors of America, Washington, (202) 393-2040..

With 33,000 members, 108 local chapters and 65 committees, this association is the largest
construction association. Its members are divided approximately sixty percent non-union and forty
percent union. It provides tax and training services, seminars, statistics, and other services to all
types of construction firms, including general contractors, subcontractors, industry suppliers, and
service firms. The associaton's services are divided into building, heavy industrial, udlity,
highway, international, tax, insurance, safety, education, and manpower groups. The AGC
represents 5000 building contractors, 4000 highway contractors, 4500 heavy industrial
conwactors, 2000 municipal/utility builders, among other organizations. Membership fees are
generally quite expensive and are based upon annual sales volume. A firm with $US 50 million in
annual fees would pay approximately $US 20,000 in membership dues for local and national
representation, including a fixed minimum fee of $US 750, while a firm with $US 30 million in
annual revenue would pay about $US 14,000 annually.

American Subcontractors Association, Virginia, (703) 684-3450

This organization has 6000 members and 54 local groups, and provides government liaison, legal,
payment, and statistcal services to its members. Members cover a range of specialties such as
foundation, concrete, masonry, mechanical, electrical, painting, acoustics and roofing.

National Association of Industrial and Office Parks, Virginia, (703) 979-3400

The NAIOP is a non-profit organization representing 7000 professionals involved in developing,
designing, constructing, financing and managing industrial and office park properties. Annual
membership fees are in the $US 460-500 range, while affiliate fees are $US 250-300.

linformation or copies may be obtained from: Encyclopedia of Associations, Gale Research Company, Book Tower,
Dewoit, MI, 48226; (313) 961-2242 or (800) 521-0707.

2The September/October 1987 issue of Construction Review lists approximately 1000 trade associations,
professional societies and labour unions of the construction and materials industries. Contact Charles Pitcher at
(202) 3770132 for further information.
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National Electrical Contractors Association, Maryland; (301) 657-3110 ‘ .)
The organization has 5000 members encompassing the erecting, repairing, servicing, and wiring of

" electrical installations. It provides management services, labour relations programs, seminars, and

other services through its eighty staff members.

Narional Remodelers Council, Washington,; (202) 822-0212

The mandate of this organization is to provide organizational and technical advice, represent its
members before business, consumers, and local governments, lobby for legislative changes, and
sponsor programs. Its members are involved in the rehabilitation and remodeling of (mainly
residendal) properties.

Mechanical Contractors Association of America, Maryland; (301) 897-0770
This associaton serves 1700 members who install and service heating, cooling, and other systems.
It provides training, seminars, and advisory services on a range of subjects.

Construction Financial Managemernt Association, New Jersey; (201) 287-2777
This 1600 member association provides and coordinates meetings and seminars dealing with the
financial management of the construction industry. q

Construction Speciﬁcations Instituze, Virginia; (703 ) 684-0300
This group deals with matters of design, specifications, maintenance, and documentation on behalf
of its 18,000 members.

Coordinating Council for Computers in Construction, New York; (212) 512-3268
This council provides for the exchange of information on databases, hardware and software, and
their applications in the construction industry. It has 7,000 members.

American Insttute of Constructors, Ohio, (614) 464-0598
This group provides its 1600 members with a forum to exchange information and ideas to advance
the practice of construction.

Cognetcs; (617) 661-0300

Cognetics, based in Cambridge, Massachusetts, compiles a database of some eight million
American companies, most of them unlisted and with minimal published information. Cognetics
uses the data to estimate demand for commercial and industrial space by metropolitan sub-market,
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forecast areas and further delineation by Cognetics allows detailed analysis for specific geographic
. regions. Far example, the database range provides specific information for the one subarea in Flint
or the thirty subareas in New York City. Headed by former MIT personnel, further information on
the firm's services and costs may be obtained from Sara Dillon, 125 Cambridge Park Drive,
Cambridge, Mass, 02140, or through telephoning (617) 661-0300. :

Revay and Associates; (514) 932-2188

Based in Montreal and Hartford, this firm provides dispute resolution, tender preparation,
cashflow scheduling, arbitration and other related services to construction-related organizations.
The contact numbers for Stephen Revay, the President, are 514-932-2188 in Montreal and 203-
651-4148 in Hartford.

Center for Construction Research and Education, (617) 253-7273

This center, part of MIT's Civil Engineering Department, produces various publications of an
academic nature. An estimated 20 firms annually approach the Center to discuss construction
technology, industry issues etc, and the Center is open to approaches from Canadian contractors.
Fred Moavenzadeh and Charles Helliwell (617-253-7273 in Cambridge, Mass) are two excellent
sources of construction-related information at the Center.
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APPENDIX E: CANADIAN GOVERNMENT ASSISTANCE

The federal Department of External Affairs and International Trade Canada has Trade Centres
located in every region of Canada, as well as 27 trade offices/consulates in the U.S., to offer a
comprehensive and integrated program of assistance to Canadian industry.

The consulates in the United States are staffed by Trade Commissioners and Commercial
Officers who assist Canadian firms in winning export contracts in their region. These
individuals generally have good knowledge of the local environment and are often of
valuable assistance in penetrating the market and region in question. They are helpful in a
variety of ways, including promoting Canadian companies to local customers,
recommending appropriate technical experts to assist in negotiating a deal, selecting
appropﬁate sales agents, assisting in the settlement of payments, and assisting in travel
matters. Canadian trade office locatons are indicated in Tables E-1 and E-2. Ask to speak to
the Trade Commissioner or Commercial Counsellor.

The Department provides a trade development program which, both, introduces new
exporters to the U.S. market, and supports experienced exporters by increasing their
exposure to new regional markets using the NEXUS program (described below) as well as
trade shows. The program plays a prominent role in the federal Government's strategy of
ensuring that the Canadian business community is well positioned and well supported when
accessing the U.S. market. Promotion of trade into the United States is managed by the U.S.
Trade, Tourism and Investment Development Bureau.

Canadian companies can take advantage of any of the following trade development
initiatives, sponsored by the Bureau:

Trade Shows

Trade shows are proven tools for companies to use in the U.S. market to introduce new
products, establish representation, transact a considerable amount of business and obtain a
very clear, concise picture of the competition.

In 1989, External Affairs and International Trade participated in over 400 major events in
some 72 industrial sectors, as well as in smaller, regional trade shows. The Department will
set up a Canadian pavilion and share related expenses with the Canadian companies



participating in the pavilion. In cooperation with the local Embassy, receptions are often O
organized to bring the participants and local buyers together for one-on-one discussions.

Missions

The Department sponsors various missions, such as an Incoming Buyers' Mission, whereby
key decision-makers from the U.S. will be brought to a location in Canada to offer
presentatons and meet with Canadian companies. Similarly, outgoing missions to the U.S.
are conducted in which Canadian companies are taken to a geographic location to meet
prospective buyers.

Marker Stwudies/Director¥Seminars

External Affairs and International Trade also publishes market studies, such as this one, on a
sectoral basis. In addition, the Department sponsors seminars and workshops for industry
groups on specific subjects.

New Exporters to Border States (NEBS)
A NEBS mission walks a group of approximately 25 small companies through the entire
process of exporting. Documentation and customs clearance procedures are explained in

Canada and at one of the northern border posts where further informaton is provided on
banking, insurance, agents and distributors, and other aspects of export activity. Studies
indicate that fifty percent of NEBS participants eventually make an export sale.

New Exporters to the United States (NEXUS)

NEXUS is a relatively new program for the numerous small to medium sized companies from
every region of the country who have traditionally traded just over the Canada/U.S. border, as
a logical extension of their operations. Under NEXUS, companies will be encouraged to
venture into other U.S. regional markets by participating in outgoing, sectorally-based
missions, usually to a post or a selected regional trade fair. There, participants receive a
briefing on local opportunities from post trade officers who will organize an itinerary of
meetings with manufacturers' agents, distributors and/or buyers.

Marketing Information and Assistance
The International Trade Development Branch is the Department's focal point for export
promotion activities. The branch administers the following programs offered by the

Department: ‘
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b)

c)

Program for Export Market Development: a cost-sharing assistance program that
helps Canadian businesses participate in, or undertake various types of export
promotion activities. The activites for which PEMD funding is available include:
participation in trade fairs; visits outside Canada to identify markets; visits of
foreign buyers to Canada; project bidding; establishment of permanent sales offices
abroad; and formulating marketing agreements. Further information on this
program is available from the International Trade Centre within the local office of
Industry, Science and Technology Canada. These numbers are provided below.

The World Information Network for Exports (WIN Exports): a computerized
directory of Canadian exporters designed to help trade development offices around
the world respond more quickly to opportunities identified in their territory.

Info Export Toll Free Number: information and questions relating to any aspect of
exporting may be directed to the toll free number (1-800-267-8376) for assistance.

The federal Department of Industry, Science and Technology Canada has established
International Trade Centres across Canada to assist Canadian exporters. In addition to the

Oudwa headquarters, the Centres are located in each province, as indicated in Table E-3.

Provincial industry departments also offer expertise and programs to assist companies in

penetrating export markets. Firms may wish to contact the offices listed in Table E-4 to

obtain further information in this regard.
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Table E-1:

Location Telephone

Washington D.C(202) 682-1740

Atlanta (404) 577-6810
Boston (617) 262-3760
Buffalo (716) 852-1247
Chicago (312) 427-1031
Cincinnati (513) 762-7655
Cleveland (216) 771-0150
Dallas (214) 922-9806
Dayton (513) 255-4382
Denver (303) 291-9611
Detroit (313) 567-2340

El Segundo, CA (213) 335-4439

Houston (713) 627-7433
Los Angeles (213) 687-7432
Miami (305) 372-2352
Minneapolis (612) 333-4641
New York (212) 768-2400
Orlando (407) 841-7337
Philadelphia  (215) 697-1264
Pittsburgh (412) 392-2308
Princeton (609) 452-9027
San Diego (619) 546-4467
SanJuan 8-1-(809) 758-3500

San Francisco (415) 495-6021

Santa Clara (408) 988-8355
Seattle (206) 443-1777
St. Louis (314) 862-0130

Fax

(202) 682-7795
(404) 524-5046
(617) 262-3415
(716) 852-4340
(312) 922-0637
(513) 762-7802
(216) 771-1688
(214) 922-9815
(513) 255-1821
(303) 291-9615
(313) 567-2164
(213) 335-4185
(713) 621-0193
(213) 620-8827
(305) 374-6774
(612) 332-4061
(212) 768-2440
(407) 425-6408
(215) 697-5299
(412) 392-2317
(609) 452-8464
(619) 457-2844

8-1-(809) 250-0369

(415) 541-7708
(408) 988-6315
(206) 443-1782
(314) 862-3129

Canadian Consulates and Trade Offices in the United States

Territory

DC, DE, MD, VA, East. PA
AL, FL, GA, MS, NC, SC, TN
ME, MA, NH, RI, VT, St.Pierre
west, central NY

IL, MO, WI, IA

satellite office

KY, OH, WV,west PA

TX, AR, KS, LA, NM, OK
satellite office

satellite office

Toledo, MI, IN

satellite office

satellite office

AZ, south CA, NV

satellite office

IA, NE, MN, MT, ND,SD

CT, NJ, south NY, Bermuda
satellite office

satellite office

satellite office

satellite office

satellite office

satellite office

north CA, CO, HI, NV, UT, WY
satellite office

AK, ID, OR, WA

satellite office

Source: Department of External Affairs and International Trade




Table E-2: Addresses of Canadian Consulates in the United States
Canadian Embassy

501 Pennsylvania Avenue

Washington, D.C., 20001, U.S.A.

Canadian Consulate General, Atlanta
One CNN Center, South Tower, Suite 400
Atanta, Georgia, 30303-2705, U.S.A.

Canadian Consulate General, Boston
Three Copley Place, Suite 400
Boston, Massachusetts, 02116, U.S.A.

Canadian Consulate General, Buffalo
One Marine Midland Center, Suite 3150
Buffalo, New York, 14203-2884, U.S.A.

Canadian Consulate General, Chicago
310 South Michigan Avenue, 12th Floor
Chicago, [llinois, 60604-4295, U.S.A.

Canadian Consulate General, Cleveland
[lluminating Building, 55 Public Square, Suite 1008
Cleveland, Ohio, 44113-1983, U.S.A.

Canadian Consulate General, Dallas
St. Paul Place, 750 N. St. Paul Street, Suite 1700
Dallas, Texas, 75201-3281, U.S.A.

Canadian Consulate General, Detroit
600 Renaissance Center, Suite 1100
Detroit, Michigan, 48243-1704, U.S.A.

Canadian Consulate General, Los Angeles
California Plaza, 300 South Grand Avenue, 10th Floor
Los Angeles, California, 90071, U.S.A.

Canadian Consulate General, Minneapolis
701 Fourth Avenue South, Suite 900
Minneapolis, Minnesota, 55415-1899, U.S.A.

Canadian Consulate General, New York
1251 Avenue of the Americas
New York City, New York, 10020-1175, U.S.A.

Canadian Consulate General, San Francisco
50 Fremont Street, Suite 2100
San Francisco, California, 94105, U.S.A.

Canadian Consulate General, Seattle
412 Plaza 600, Sixth and Stewart Streets
Seatle, Washington, 98101-1286, U.S.A.




Table E-3: Industry, Science and Technology Canada (ISTC) Offices

Location
St. John's, Nfld.

Charlottetown, P.E.I.

Halifax, N.S.
Moncton, N.B.
Montreal, Que.
Toronto, Ont.
Winnipeg, Man.

Saskatoon, Sask.

Edmonton, Alta.
Vancouver, BC

source: ISTC

Telephone

(709) 772-4866
(902) 566-7400
(902) 426-3458
(506) 857-6412
(514) 283-5938
(416) 973-5000
(204) 983-2300
(306) 975-4318
(413) 495-2944
(604) 666-0434

Fax

(709) 772-2373 and 5093
(902) 566-7450
(902) 426-2624
(506) 857-6429
(514) 283-3302
(416) 973-8714
(204) 983-2187
(306) 975-5334
(403) 495-4507
(604) 666-8330

Table E-4:

Location
St. John's, Nfld.

Charlottetown, P.E.L.

Halifax, N.S.
Moncton, N.B.
Montreal, Que.
Toronto, Ont.
Winnipeg, Man.
Regina, Sask.
Edmonton, Alta.
Vancouver, B.C.

Whitehorse, Yukon
Yellowknife, NW.T.

" Telephone

(709) 576-2781
(902) 566-4222
(902) 424-4242
(506) 453-2875
(514) 873-5575
(416) 963-2501
(204) 945-3172
(306) 787-2222
(413) 427-4809
(604) 660-3935
(403) 667-5466
(403) 873-7381

source: various provincial governments

Provincial Industry Department Offices

Fax

(709) 576-3627
(902) 566-4030
(902) 424-5739
(506) 454-8410
(514) 873-4230
(416) 963-1526
(204) 945-2775
(306) 787-2198
(403) 427-0610
(604) 660-2457
(403) 667-3518
(403) 873-0101
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APPENDIX F: FOREIGN DIRECT INVESTMENT IN U.S. CONSTRUCTION

The International Trade Administragion, an agency of the U.S. Department of Commerce, lists 66
foreign companies that made direct investments (acquisition, joint venture, or equity increases) in
U.S. construction firms between 1974 and 1986. This list is developed from publicly-available
material and as such does not reflect all direct investments made during the period. As indicated,
Japanese, British, French and Canadian firms were the most prominent direct investors. In
general, the foreign construction contractors in the American market are extremely well-financed
and possess construction expertise equal or superior to that of most U.S. builders.



Appendix F: Foreign Direct Investments in U.S. Construction Companies:

U.S. Firm Name

Dandi Building Systems
Hosby USA

Sunrise Company
Perry-Talarico Cos
Swedehomes, USA
Cadillac Fairview
E.W. Howell Co. Inc.
NVE, Inc.

Olympia and York
Lehrer/McGovern
Baring Topseal Services
Blythe Industries, Inc.
East Texas Stone Co
Pacific Construction
Comstock Group, Inc.
Western Stress, Inc.
Liberty Homes

Cohn Communides
Samico Dev. Co.

John Laing Homes
Moseman Construction
Geo-Con Inc.
Morrison Homes

JDH America Corp.
Mericon

Green Construction Co.
McInemey Pace Inc.
Schal Associates
Hazama-Gumi
American Home Shield
S.A. Healy Co.

Toda Construction
Polygon Corp.

Sam P. Wallace Co.
Ferivel Homebuilder
Kuman Corp.

Pan Pacific Development
U.S. Home

V.H. Development

W. Watson

Kajima International
McKeon Construction
Chrestana Cos.
Societe Auxilliaire
Toda America, Inc.
E.W. Halin

Slattery Associates
Supreme Constructors

State

Pennsylvania

Iowa
Texas
Nlinois
California
California
[linois
California

Washington

Texas
Florida
California
Hawaii

California
California
California
California
California
California
California
New York
Louisiana

Foreign Investor

Dandi Building Systems
Hosby
Mitsubishi Estate Co.
British&Commonwealth
Swedehomes
Cadillac Fairview Corp.
Selmer-Sande A/S
Dai Nippon Construction
Olympia and York Dev.
Peo Steam Nav. Co.
Mills, Andres
Alfred McAlpine, PLC
Lafarge Copper, SA
Fletcher Const. Co. Ltd.
Spi Bagnotolles
Mitsui Engin.&Shipbldg
Corpac Corp. Lid.
CH Beazer
Sumitomo Construction
John Laing PLC
Holland Group
Taisei Corp.

Wimpey PLC
Japan Der. and Const.
Deutsche Babcock
Leighton Holdings Lid.
Mclnemey Properties.
Tarmac PLC
Hazama-Gumi Lid.
Fenwick Inc. NW.
Unidentified
Toda Construction Co.
Polygon Investments
Pharaon, Ghaith
Le Groupe Ferret Savinel
Kumagai Gum Co.
Tokyu Construction Co.
Societe Maisons Phenix
Nu West Group Ltd.
Societe Maisons Phenix
Kajima Corp.
Barrett Developments
Group, Ltd.

. Societe Auxiliare

Toda Construction Co.
Frizec Corporation

AB Skanska Cement.
Bralome Resources, Ltd.

Nation

Canada
Denmark
Japan
U. K.
Sweden
Canada
Norway
Japan
Canada
U.K.
U. K.
U. K.
France
N.Z.
France
Japan
Canada
U.K.
Japan
U.K.
Australia
Japan
U.K.
Japan
Germany
Australia
Ireland
U. K.
Japan
Nether.
Italy
Japan
Canada
S.Arabia
France
Japan
Japan
France
Canada
France
Japan
U. K.
Canada
France
Japan
Canada
Sweden
Canada

*Type
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Appendix F (cont): Foreign Direct Investments in U.S. Construction Companies

U.S. Firm Name Stazte Foreign Investor Nation Type Amt Yr
Communication Electr.  Pennsylvania  Telephone Rental Co. U. K AM N/A 80
Trans Energy Systems  Washington Generale de Chauffe SA  France N/A NA 79
Hold That River Engin.  Texas Sidawi Ghardi & Tawfig Lebanon N/A N/A 79
Avco/Bredero JV California Bredero Group Nether. N/A NA 79
Woodland Hills Village Maryland Aoki Construction Co. Japan NA NA 79
Wallace Sam P. Inc. Texas Pharaon, Ghaith S.Arabia N/A 50 79
Davy McKee Corp. Ohio Davy Int'l Lid. U.K. N/A NA 79
Ashland-Warren NE Div Massachusetts Tilling Thomas Lid. U. K. N/A 440 79
Charmeo/Newarthail JtV Florida McAlpine Group Lid. U. K. - N/A 79
Sugarland Properties Texas Royal Dutch Shell Pens.  Nether. - N/A 79
Denver TC Inc. Colorado European Ferries, Ltd. U. K. - N/A 79
Hallcraft Homes, Inc.  Arizona Nu-West Development Canada AM 40 78
Hallcraft Homes Inc. Louisiana Nu-West Development Canada AM 6.7 78
Fur-Con Corp. N/A Bilfinger & Berger Germany N/A 175 78
Great Lakes Dredge-Cro  Washington Dredging Int' Belgium v NA 78
Raymond Int1 Inc. Texas Banister Corp. Canada AM 128 77
Amtel Inc. Wisconsin Canadian Pacific Inves. Canada AM 66.0 77
Wallace Sam P. Co. Texas Pharon Ghaith SArabia AM 10 76

*JV = Joint Venture ‘
AM = Acquisition/Merger
El = Equity increase
OTr = Other

Note: Investment size is in $US million for the year in which investment was made.
Source: International Trade Administration, U.S. Department of Commerce.
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The following tables outline Federal Government construction expenditures for 1983 through
1990. Section 7.2 discusses some of the barriers associated with bidding on government
procurement contracts in the United States.



Table G-1:

Federal Government Construction Expendnturu
(source: Construction Review, May/June 1989)

Federal Construction-relsted Direct Federal Programs for Fiscal Years 1983-.90

(Millions of doilars)

1983 1984 1983 1986 1987 1988 1989 1990
(actual) (actual) (actual) (actual) (actual) (actual)| (estimated) (budget)
Military constryction
(10 2cCounts)® ......ocovvmiiieninniee e Y2 ).568 4,136 4,888 5.630 5.546 5.401 012
Housing
Family Housing, Defense
(4 accounts) .. Jo4 406 134 520 645 587 728 $40
Highways and mds 192 183 397 374 313 328 10§ 306
BIA Road Comtmclion ....... . 45 2 112 112 9 80 78 19
USFS Forest Roads & Trails ...........
USFS Construction & Land
AQUISILON ..o 402 292 2N 253 228 24) 213 220
USFS Timber Purchaser Roads ... 45 38 12 9 6 ] 14 7
Hospitals and other health facilities .... St 563 589 590 609 8Ls 309 "4}
H&HS Indian Health Facilities ....... 66 69 I sl b3 50 7 %
NIH Buildings & Facilities .............. 16 18 16 16 19 24 47 24
DVA Construction, major projects .. 338 183 398 390 176 483 27 Sid
DVA Construction. minor projects .. 91 123 124 (B} 159 258 159 12"
Conservation & Development .............. 1.810 3,153 1.858 1.501 T 4151 4,348 4,205 4,300
Corps Civil Construction, general.... 1.258 1,103 1.103 908 951 1.088 1.047 1.103
Corps Flood Control. Mississippi
RIVEL ..o eenr e 284 198 328 330 281 27} 370 135
Corps Rivers & harbors comnbuled
FURdS ... e 45 50 46 46 75 123 185 223
Corps [nland Waterways Trust Fund 0 0 ] 0 14 59 73 119
Bureau of Reciamation. Construction 600 656 662 688 639 673 706 65%
Reclamation Trust Funds ................. V] [} 2 ] 29 10 61 €3
Fish & Wildlife Service.
ConSIPYCUON -..ooveeecmen e eeeencenens 19 16 28 19 26 26 30 34
National Park Service. Construction 106 104 82 110 101 97 82 103
Tennessee Valley Authority Fund.... 1.244 518 1.448 1,583 1.809 1.863 1,431 1.450
Bonneville Power Administration
ConStruUCion .....cooveueeee e 160 206 146 174 149 95 183 182
Western Power Administration
COonStICTION oo 94 103 8s 74 36 81 98 94
Federal [ndustnial Structures ............... 1.937 1.949 2,045 1.584 1.449 1,367 1.492 1,784
Atomic Energy Defense. structures. 920 908 1.234 1.099 997 826 870 967
Fossil Energy R & D. structures ..... 10 13 4 6 | 18 3 2
General Science & Research,
STUCTUPES ..o 6 100 139 62 s$ 83 93 hirid
Uranium Enrichment. Structures ... 647 606 363 0 12 0 19 48
Energy supply R & D. structures ... 116 130 99 130 201 258 265 b
Strategic Petroleurn Reserve
STPUCTUTES ..o ceeennaas 178 192 206 287 183 18§ 202 186
Other construction-related programs ... 1.168 1,130 1,367 1.669 1.974 2,138 2.L63 3.082
FAA airport (acilities & equipmant 248 268 425 758 892 1.043 N 1.34¢
Coast Guard Acguisition. structures 55 54 98 85 T 52 54 L
BIA General Construction ............... 88 10l 118 110 87 36 10§ 102
FPS Prison Building & Facilities ..... 18 §2 46 52 98 185 pA) -
Washington Airport Construction ... 14 18 18 8 12 0 ol 0
Architect of Capitol, Construction .. 15 13 18 15 15 20 41 18
NASA Construction of facilities ..... 108 109 170 189 149 166 169} 23
Social Security Admin., Canstruction 48 8 )9 b} 78 24 1¢ 0
GSA Federal Buildings. Construction 179 122 65 67 254 138 298 186
GSA Federal Buildings, Repair ....... 168 268 232 2459 268 190 642 $40
OPA Energy Conservation .............. 224 90 138 9 53 34 38 4
Total. 37 major direct Federal
programs 11,541 11,119 12,726 IJ.SZTL 1477 15.099 15.500 15.724

® For more detail regarding this program, ses Tabis 9.



Table G-1: Federal Government Construction Expenditures
(source: Construcion Review, May/June 1989)

Major Construction-related Grant-in-Aid Programs for Fiscal Years 1983-90
{Millions of doilars)

1983 1984 1985 1986 1987 1988 1989 1990
Grant-in-aid programs (actual) (actual) (actual) (actual) (actual) (actual)| (estimated) {budget)
HOUSING ..o 0 0 s 142 16$ 180 28 250
HUD Rental Housing Development 0 0 1 62 66 66 30 100
HUD Rental Rehabilitation grams .. 0 0 14 80 99 t4 13§ 150
Highways ..o e 89717 10,231 12,728 14,123 12.794 13.584 13.683 13.420
Federai-aid highways (trust fund)® .. 8,718 10,227 12.584 13,951 12614 13.829 13.360 13.159
Less: Transfers 1o UMTA ............ 219 -591 462 -389 -264 132 479 185
Trust fund share of other highway
PLOBIAMS ...ocveiniininer e cecransennriene 9 10 10 8 ) 13
Interstate Transfer Grants- Highways 7 284 284 124 57 49 *3 73
FHWA muscellaneous appropriations 37 92
Appalachian regional deveiopment
MghAWAYS e 116 108 83 92 14 65 3 0
Forest Service permanent )
appropnations .. . 144 203 236 236 303 3OS }44 360
Hospitals and onher huhh rac:inua . 3 10 22 '8 26 28 37 4
VA new state medicai schools ......... 17 b 2 ! 0 0 0 0
VA state extended care facilities ..... 14 b 20 17 26 28 37 £
Sewage treaiment facilities EPA
CONSLIUCHION GPANLS ..o.ovecveereerecnenrnaas 2.983 2.62) 2.900 nn 2930 2514 2.3%0 2350
Conservation and deveiopment 219 256 293 264 210 186 186 156
Watershed protection and flood
PrEVERLION ........covevirecererieeaeaerenraeaene 191 218 49 257 206 188 182 156
Urban park and recreation fund ...... 28 38 “ 7 4 | 4 0
Other construction-related grants ........ 8.302 7929 6.779 6.933| - 6220 6.126 6.425 6.619
Rural water and waste disposai .
BPANLS ..ot reneeeen 157 138 176 178 157 136 151 128
Economic development assistance
PROBPRMS ..coooennecninceciecrineesenersenconene 265 252 263 253 208 21! 198 167
Local public works program 17 9 2 2 l ! 0 0
Regional development programs ...... b o 9 oe 0 0 0 0
Planning assistance grants ................ 3 e o 0 ] 0 0 0
Urban development action grants ... 451 454 487 461 154 216 3t0 268
Urban renewal programs ................ 42 44 7 13 0 1] 0 0
Commumity developmem block
grants .. 2,554 2819 3.817 3 2991 1.044 3.021 3.02¢
Appalachmn ara developmmt .
programs .. 1) 40 47 43 3] 39 65 0
Impact and. school ccnnnmm ....... m” - 28 n 4} b3 36 39 26
FAA grants-in aid for airports ......... 453 694 189 853 917 828 1133 1.256
UMTA capitai grants 2262 907 376 906 759 585 $64 533
UMTA trust fund grams.................. §72 1,250 507 633 668 696 870 986
FRRA Northeast corridor
improvement program .............cc...... 296 24! 153 97 98 ss $0 49
FRRA capital grants 1o AMTRAK 12 56 108 84 2 32 63 0
Clean Coal Technology .........cceceuee.e 0 0 0 0 7 29 92 9¢
Solar & Conservation improvements 0 0 0 32 10 3 1 b
Total. 26 major grant-in aid programs 20.512 2i.049 22,7134 24.593 22,345 22.618 129361 22839

°For more detaii regarding this program, sce Table 10.
*®Less than $500.000.




Table G-1: Federal Government Construction Expenditures

(source: Construction Review, May/June 1989)

Major Cesstruction-related Loss Programs: Loen Disbursements
c@ 8 Credit Budget basis for Fiscal Years 1983-90

* (Millions of doilars)

1983 1984 198S 1986 1987 © 1988 1989 1990
Loan programs (actual) (actugl) (actual) (actual) (actual) (actuall{ (estimated) (budget)
HOUSIAG ......oocoecrncnerncrcnencrenrereanssensncens 8911 6.197 6129 5.882 5.769 5.965 4,935 4.050
FmHA Rural Housing [nsurance
Fund ..o e .8 2.562 2934 2218 1.763 1.887 1.855 737
DEd College Housing Loans ............ 69 4} 4) M| 32 16 32 3
FHA Fund ..., 1,486 459 330 42} 802 988 1.36) 976
FHA Housing for Elderly or
Handicapped 850 109 540 583 412 135 339 160
FHA Low-rent Pubdlic Housing 474 153 789 1.453 1.318 1.167 829 47
GNMA Special Assistance Functions 2059 1.268 455 180 12 2 0 0
GNMA Emergency Mongage
Purchases 1 0 0 0 0 0 0 0
GNMA Guarantees of Mortgage-
backed Securities ...............cceeneenee. | 14 6 8 169 41) 167 209
HUD Rehabilitation loans ................ 34 49 69 59 38 58 45 6¢
DVA Housing locans and default
claims ... 1.056 944 963 970 1.223 1.079 1.108 1183
Hospitais and Other Health Facilities. 2 4 3 | 0 0 0 0
HRSA Heslth Facilities ................... 8 2 | 0 0 0 0 0
HRSA HMO Loan and Guarantes
Fund ... 9 2 2 | 0 0 0 0
Conservation and Development ........... 118 129 143 133 159 12 107 94
FmHA Scil & Water Loams®2........, 47 2 21 i 1 1" 1l 0
TVA Authority Fund ....................... 41 60 6l 63 97 n 74 66
Bureau of Reclamation Loan Fund . 30 4“4 s8 47 51 28 2 b}
Other Construction-reigted Programs.. 6.348 5.266 4,675 3.8m2 2.806 4.39| 1l 2.406
FmHA Rural Developmem [nsurance .
Fund ... 578 457 53t 46) 463 536 rvy| 179
CCC Stonage Facility Loans ............ 88 1 1 1 0 i 0 0
REA Community antenna loans ...... 6 4 s 1 0 0 0 0
EDA Economic Development
Assistance 17 4 0 0 ] 0 0 0
EDA Economic Development
Revolving Fumd ......ooooveveeeereemesssrees 7 9 3 4 0 9 0 0
HUD Community Devetopment ...... 17 n 103 89 6 19 30 20
DEd College Housing & Academic
Facilities Loans ............cococennnnee. 0 0 0 0 0 4 39 %
FRRA Raiircad Rehabiliation &
Improvement ... 52 % 13 9 2 7 13 il
D.C. Capiwal projects...........coccunenenee 143 115 0 0 0 0 0 C
SBA Business loan and [nvestment
Fund ..o 851 781 497 607 670 559 559 402
SBA Small Business [nvestmonmt
Companies 26 373 268 136 0 0 0 0
SBA Disaster loans ..............ccoeneee 126 160 39 36l 209 158 218 :so
Rural Electrificaucn & Teiephona
Fuad® ...... 4010 3178 2860 2129 1.J42 2.9%9 1.694 1.0¢7
Rural Telephone bank® ................... 93 90 12 7 52 19 16 1o
Towl. 29 major lcan programs ..... 15.399 11.596 10.950 10.080 8.734 10.468 9.183 6.550

* These are off-budgst programs on the regular budget. but are included in the credit budget.
® Off-budget Federal Financing Bank lcans made directly, on the basis of loan guarantees mada by on-budget agencies. These are included 1n the cre
budget.
¢ This program also provides short-term construction loans. (see Tabla 12).
9 Loan obligations rather than disbursements.
¢ Includes both insured and guarunteed loans.
! Starting in 1983 these bonds sold directly to the public, rather than to the FFB.



Table G-1: Federal Government Construction Expenditures
(source: Construction Review, May/June 1989)

Major Constroction-related Loan Guarantes programs for Fiscal Years 1983-90

(Miilions of dollars)

1983 1984 198S 1986 1987 1988 1989 1990
Loan guarantez programs - (actual) (actual) (actual) (vctuai) (sctual) (acwual)| (estimated)|  {budget)
HOUSIAG .........conencrerimsirenssnscnarenonns 41,229 37.499 a1 14217 128.988 65.920 $8.698 62.054
FmHA Rural Housing Insuranca Fund 4.162 5.050 AR b]] . . . .
Less: FmHA guarantee of lcans sold to
(221 : OO PR <4.440 -5.020 -1.69% 0 0 0 0 0
FHA Fund (mongage insurance) 27.564 21.870 2).234 52.220 94.088 48.618 45.212 48.20)
Low-cent Public Housing ..................... 474 153 [ c c c < 4
Less: Guarantes of FFB Loans® ... 474 -153 ] c ¢ ¢ c ¢
GNMA Guarantes of Mongage Poois® 45,624 32.0%0 16,277 81.779 115.299 57.138 saun §5.217
Less: Primary guarantes by
VA/FHA/FmHA ... 45.624 -32.0%0 -36.2M 81,19 -115.299 -57.135 -52M -$8.217
DVA Gi Home Loan program ............ 1).643 15.599 11.452 21.97%6 34.900 17,302 13.486 13.851
Hospitals and other Health Facilities .. b1 Q 0 0 0 0 0 0
HRSA HMO Loan and Guarantes..... 14 i 0 0 0 0 0 0
Less: HRSA guarantes of FFB Loams® 9 -l ] 0 0 0 0 0
Other Construction-related Programs.. 5.807 5.593 1.166 2250 3.423 3.16) 3.220 120
FmHA Rurai Development insurancs . 1.092 1,381 1,186 127 75 101 174 166
Less: FmHA guarantees of FFB Loans -1,010 -1.300 -1,010 0 0 0 0 0
Rural Electrification Administratica ... 3.587 1512 138 913 602 2.000 500 0
Less: REA guarantee of loans soid to
FFB® ..o )44 49 -188 933 -50 -2.000 -500 0
EDA Ecencmic Development
Assistance .. 3 i 19 2 0 [+) 0 0
Geothermal Resources Developmen .
Fund - 9 10 [+) 0 0 0 0 0
Biomass Energy Development............. 43 172] 300 294 0 0 0 0
DOE Aitemative Fuels Production ..... 546 404 247 0 0 0 0 0
Community Development (HUD) ....... nr n 3 59 54 8s 100 100
Less: HUD guarantees of FFB Loams® -7 N <193 .59 .24 n.a. na. na.
BIA Indian Loan Guarantee Fund ...... 14 1 49 » 19 18 43 45
FRRA Raiiroad Rehabilitation &
IMPIOVEMENT ....c..vricricrennecseeneranerees -19 -1 <4 9 0 0 0 0
Less: FRRA guarantees of FFB Loams® -19 N 4 9 .0 0 0 0
SBA Business Loan guarantess ........... 2.088 2.925 2,496 1.75¢ 3,238 2939 2.900 2.900
Less: SBA guarantees of FFB Loans .. -261 -373 -26$ 1] 0 0 0 0
SBA Poilution control bond guarantees 8 i t 16 12 0 1 0
Totwal |8 major loan guarantee
programs 47,041 43.093 37.878 76.467 132411 69.083 61918 65.265

* The GNMA guarantes is a secondary guarantes. which is exciuded to aveid double<counting.

® FFB Loans are counted as direct loans (ses Tabie 8). thus theso loun guarantces are exciuded o aveid double<counting
¢ In FY 1985 these FFB loans were replaced with direct loans frem HUD. (Ses Tabis 8.)

*Less than $500.000.




Table G-1: Federal Government Construction Expenditures

(source: Construction Review, May/June 1989)

Abbreviations and Acroayms

Amtrak - National Railroad Passenger Corporation
BIA - Bureau of Indian Affairs

CBI - Certificates of Beneficial [nterest

CBO - Certificates of Beneficial Ownership

CCC - Commodity Credit Corporation

Corps - U.S. Army Corps of Engineers

D.C. - District of Columbia

DEd - Depanment of Education

DVA - Department of Veterans’ Affairs

EDA - Economic Development Administration
EPA - Environmental Protection Agency

FAA - Federal Aviation Administration

FFB - Federal Financing Bank

FHA - Federal Housing Administration

FHWA - Federal Highway Administration
FHLMC - Federal Home Loan Mortgage Corporation
(“Freddie Mac™) ‘

FmHA - Farmers Home Administration

FNMA - Federal National Mortgage Association
(*Fannie Mae™)

FPS - Federal Prison Service

FRRA - Federal Railroad Administration

FY - Fiscal Year

GNMA - Government National Mortgage Association
(*Ginnie Mae™) :

GSA - General Services Administration

H&HS - Department of Health and Human Services
HMO - Health Maintenance Organizations

HRSA - Health Resources and Services Administration

HUD - Department of Housing and Urban Develop-
ment

ITA - [nternational Trade Administration

LUST - Leaking Underground Storage Tank Reciama-
tion Program

Metro - Washington Metropolitan Area Transit
Authority

NASA - National Aecronautics and Space Administra-
tion

OMB - Office of Management and Budget

OSMRE . Office of Surface Mining Reclamation and
Enforcement :

PHA - Public Housing Authorities

REA - Rural Electrification Administration

SBA - Small Business Administration

SCS - Soil Conservation Service

TVA - Tennessee Valley Authority

UMTA - Urban Mass Transportation Administration
USFS - U.S. Forest Service '

USPS - U.S. Postal Service



APPENDIX H: WEEKLY WAGES BY TRADE AND REGION



Unlied Siatos

Northesal Reglon
New England
Conneclicul

Maine
Massachuselts

New Hampshire
Rhode Istand
Vermani
Mid-Atiantic Division
Neow Jorsay

New York
Pennsylvania

Midwsst Reglon
E-N Central Division
llinois

Indiana

Michigan

Ohio

Wisconein

W-N Central Division
lowa

Kansas

Minnesots

Missourl

Nebraske

North Dakota

South Dakota

Plumbing
HAC

464

570
404
522
448

665
551
500

684
417
529
470
402

408
433
647
621
388
37
323

Paint

Decor.

353

458
388
3eo
340
Jau

Je2
320
a7
Je0
283
282
261

Electr.

480

668
384
531
420
454
el

508
840
613

634
402
660
402
500

LER)
464
563
654
411
n
42

NOTE: TABLE CONTINUED ON FOLLOWING PAGE

Appendix H: Average Weokly Wages of Tradespeople by State and Trade in 1887

Swnew  Piaster
Insul.

408
340
438
7
370

332
310
480
427
287
e
267

416

581
376
480
488
438
380

582
564
490

546
420
462
438
308

374
3e6
407
470
378
362
283

Tile
Marbie
420

488
84
612
383
383
269

488
510
468

620
479
496
an
97

414
343
5268
502
389
2668
341

Carpen.

359

3N
287
are
301
3¢
2682

423
447
369

478
278
300
20
300

203
n
330
410
an
223
224

Floors

401

an
928
4686
339

622
487
374

o2
3268
308
403
328

300
437
427
428
30
2886
205

Roofing Concrete

Sheeting
358

480
344
445
374
308
334

459
407
368

428

424
7o
381

202
332
413
e
o8
313
347

de2

479
326
406
300
432
320

513
479
363

408
330
466
387
366

s2¢
379
4717
81
261
24
200

Well Stoel
Diilling - Erection
380 486
646 549
400 azre
027 586
490 373
336 632
431 420
523 602
464 857
429 641
478 568
4193 493
384 561
3717 524
364 568
310 346
308 se2
407 561
330 608
S14 359
200 484
268 302

Glass
Work
450

611
320

455
458
403

602
501
438

516
433
476
428
423

418
431

691

364
un

3se

Excav
Foundal
428

667
351
633
420
410
347

570
485
400

666
368
490
£ 1] ]
408

344
417
489
a1
328
2715
354



Appendix H: Average Weekly Wages of Tradespeopls by State and Trada in 1987

Plumbing  Paint Eleclr.  Swonew  Plastet Tiie Capen.  Floors  Roofing Concrete  Woell Sisel Giass Excav Wrock Install  Special
HVAC Decor. Insu. Marble Sheeting Drhiting  Erection  Work Foundal  Demol Equip Tads

South Reglon
South Atlantic Divin
Delaware 380 328 443 360 383 525 - 2861 31 334 2683 360 480 418 420 332 494 317
Washington, D.C. 613 362 434 L X2 402 422 " 362 348 302 M 512 343 4600 281 846 423
Maryland 448 345 473 358 438 500 342 385 374 372 432 4“7 478 43 388 542 L XA
North Carolina 35?7 201 367 237 316 E 2R ] 258 203 267 2686 360 320 379 313 224 440 202
South Caroling 338 224 360 102 203 285 248 220 287 244 364 343 360 327 212 438 263
Fiorida 362 286 370 20 346 338 363 360 301 315 322 364 370 4 364 s6e 334
Georgis 3902 322 426 245 363 358 278 308 318 307 280 400 412 357 302 623 344
Virginie 368 320 422 317 400 388 317 374 360 367 338 440 473 308 362 527 336
Wasl Viginia 460 330 467 284 803 372 200 228 351 286 264 497 366 338 318 462 380
E-S Central Division . .
Algbama 363 202 367 242 332 332 23¢9 278 28 243 266 366 352 200 242 430 207
Kenlucky 37¢ 17 465 260 47 334 2%¢ 202 362 274 272 468 357 200 242 466 268
Mississippl 3 269 375 184 323 301 227 242 202 213 N 358 338 203 22 450 269
Ternessoe 380 319 413 201 338 367 268 207 362 29006 208 S04 462 3406 203 402 312
W-S Centei Division
Arkansas 343 286 360 220 313 280 208 201 an 232 310 329 un 270 M 468 207
Louisiena 370 325 421 284 383 316 an 360 282 258 321 356 384 200 283 403 347
ONWahoma 383 3006 ’e 287 374 365 273 304 361 68 224 421 348 316 386 Mt 278
Toxas 369 320 420 2606 351 328 208 946 208 202 3607 37¢ 360 334 366 564 336
West Reglen
Mountain Division
Arizona 366 2717 k] 1] 306 323 323 367 £1 1] 306 347 380 454 374 307 420 409 348
New Mexico T 348 27 378 253 282 kil 229 276 237 261 268 362 317 m 205 41 272
Cobrado 442 n 466 3560 in 438 344 431 N 320 338 404 87 308 316 681 305
daho 3e0 236 oo 201 200 208 246 244 276 264 n 427 un 2068 M 520 3te
Montane 424 336 432 314 315 366 270 105 322 336 201 340 270 268 N un 310
Utah 401 2rs L1 273 326 332 251 338 364 349 208 420 325 338 30 457 366
Wyoming 376 276 420 204 355 386 260 174 24 310 340 622 347 330 NA un 200
Nevada 478 391 494 a1 408 aa? 316 468 37¢ 443 423 520 435 437 [ un 3488
Pacific Division
California 640 301 540 444 430 450 374 443 376 440 402 664 510 548 402 8eé a3
Oragon © 439 305 407 366 344 333 203 333 364 324 334 462 402 434 350 5006 336
Washington 472 N 460 360 367 366 200 328 320 310 343 503 111 373 366 621 336
Alaska 604 663 137 668 636 581 420 524 816 678 478 741 613 663 810 703 766

Hawail 800 547 806 a3 508 454 - 488 438 408 480 460 632 817 11 4717 828 432

Saurce: U.S. Department of Labour; Employment and Wages, 1867
Noie: ENR, in the June 29, 1989 lasus, listed the 1988 increase in tade wagos as averaging § percent This can be epplied laldy consistently to all bades.
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APPENDIX J: INDUSTRIAL CONSTRUCTION COSTS BY REGION



APPENDIX J: INDUSTRIAL CONSTRUCTION COSTS, BY REGION

The research firm, R.S. Means, monitors the U.S. construction industry on an ongoing basis and
publishes construction cost information dealing with foundations, framing, roofing, mechanical,
electrical, overhead, profit and various other aspects of the constructon of residential, commercial,

repair and remodeling, and industrial structures.

The following table presents information dealing with the costs of constructing small, large and
high technology industrial structures. These costs are highest in the northeastern cites, where
large industrial plants typically require more than $US 25 per square foot to construct. Costs in the
southern and western cites, on the other hand, generally rest in the $US 15-20 range. Rates in

Toronto and Montreal, as indicated, are quite high relatve to most U.S. cities.

The table also provides "location factors" for each city, as derived by R.S. Means in their annual
survey. This measure is a further indication of the relative costs of construction and materials in
various cites. As an example, the location factor information suggests that the cost of constructing
a commercial facility in Madison is 93 percent of what it would cost for a comparable facility in

Chicago.

Appendix J - Industrial Construcrion Costs. by Region



Appendin J: iIndustrial Conslruction Cosi Comparisons, 1987/1988

Region City Construction Costs in $US pee squaie oot Lacabion Faclor
Soulh Reglon

South Atantic Division

Dolawere Wiiminglon ()] t4 n 1.02
Washington, D.C. Washington 45 25 50 0.08
Maryland Beltimore 55-60 22-28 50 0.96
North Caroling Charlotte 40 186 48 0.e2
South Caroiins - Charigston 20-25 120 20 22-30 0.02
Virginia Norloik 30 17.5 40 0.65
West Virginia Lewisburg [ ] [ ] [ ] 1.00
Floride Jechsonville 20-38 15-18 10-22 0.87
Florlda Ft Lauderdaie 27 16 2 0.04
Florida Ortando 30 18 30 0.68
Florlde Mismi 27 17 LX) 0.96
Floride Pstm Beach 32 n n 002
Fiorida Tenpa . 20 18 30 0.03
Georgla . Alanta 42 18 a7 0.00
£-S Contal! Division

Alabame Blrmingham 32 10 40 ©0.08
Kentucky Louisvlile 25 18-20 e 0.01
Mississippl Jackson 225 18 40 0.83
Taressae Memphis 21.5 13.5 30 0.91
W-S Contal Division

Arkansas Litte Rock 22.§ 19.5 n 0.07
Ondahoma Oklahoma City 27 17 38 0.02
Toxas Austin 20 17 40 0.0
Toxrg Dallos 24 12.5 30 0.01
Toxas Houston 20-30 14-18 25-35 0.04
Teres Sen Antonio 21-25 10 12 24-27 0.80
Loulslana New Oreans 20 15.8 25 0.03
Woest Roglon

Mauntain Divison

Cobrado Denver 22 14 20 0.08
idaho Bolse [ ] [ ] . m 0.98
Monkna Blllings n [, ) ] 0.8
Utah " Sait Lake Cily n ™. e 0.04
Wyoming Cheyene n [ ] n 0.00
Arlzona Phooenix 20-25 10 to 1§ 50-125 0.82
Now Moxico Albuquerquo 37.6 271.5 56 0.04
Nevada Los Vepgas e ] e 1.08
Pacific Division

Calitornia Los Angoles 20-35 13-20 30-80 1.18
California Oekland 40 20 80 1.28
Calilornia San Francisco 55 na [} ] 1.28
Celifornia San Diego 27-30 14-18 24-28 1.12
Calitornia Secramento 22 12.5 25 1.00
Orogon Portland 20 10 22 1.04
Washington Seattle 30 14 30 1.04
Alaska Falibanks a e na 1.94
Hawall Honolulu ra ra m 1.15
Carerh . Toronto §5-65 as 70 1.08
Caah Vancouver m ra [ 1.06
Carexh Monireal 50-55 32 45-65 0.98

TAR E CONTRIUED ONNEXT PAGE



Appendix J. Indusuifal Conshuclion Cost Comparisons, 1887/1988

Region ’ City Construction Costs in $US per square fool Locabion Factor
“Small® “Large” “High Tech” Commercial
Northeast Reglon .
Now England Division
Connecticut Harilord 46 38 45 1.01
Maine Bangot ra mn n 0.08
Mossachuselts Boston 40 18 80 1.12
New Hampshlre Manchester n n [ ] 0.89
Rhodo lsland Providence [ ] ne -] 1.01
Vermont ' Burtinglon e [ ] ne 0.00
Mid-Atlantic Division .
Now Jorsey Mid-N.J. ) 217 60 1.06
Now Jorsey Northemn N.J. 37 27 88 1.07
Now York Manhattan 453-76 50 e 1.20
Now York Long lstand 15-65 80-55 756-150 1.20
Now York Butlalo 30-35 24-28 65-75 1.04
Now York - Syracuee 30 22 50 0.7
Pennsylvania Philadelphla 43 24 56 1.04
Ponnsylvanis Pittsburgh 35 24 5 1.03

Midwest Reglon
E-N Cental Division

liiinolo Chicago k) 20 67 1.00
Indiana Indianapoils 18-22 t3-18 25-40 0.08
Michigan Detroli 35-37 28 50 1.08
Otio Clovaeland 35-42 17-19 45-60 1.10
Otio Cincinnatl 40 () MA 0.98
Ohio Cotumbus 20-40 120 16 35-40 . 0.00
Wisconsin Madison ra [ ] ne 0.03
W-N Central Division

fowa Des Moines 25 17.8 5 0.03
Kansas Kansas City 50 22 50 0.00
Minnosots Minngapolls 40 10 47 1.00
Miseourl 8t Louls 40 28 30 1.01
Nebraske Orcha 28-30 13-4 92-38 0.01
North Dakota Fargo L e [, ] 0.01
South Dekota Sloux Faile n e [ ] 0.84

Sources: Soclety of Induatrial and Offics Raaltore for Construction Costs; RS Meang for Location Factore.

Notes: 1) "Small” industisi tacility denotes a fecility of kwee than 5000 squere leet

2) “Largo” Induetial lacility denotes & buliding ol greater than 100,000 square loel.

3) High Tech* denoctas & high technology lacility and includas bulidings for RAD purposes.

4) Consbuction costs rofloct gancral contractor cosls, overhead and profit.  Thoy exclude erchitectural, onginecsing and financing foes.

5) “Location Faclors® apply to the costs for malerials and instaliation for a given commerclal project and indicalo the relative cost lor verious lacations.
For example, bullding @ commercial facility in Madison would cosl 93% ol thal of @ similar lacllity in Chicego.

@ @



APPENDIX K: TAX RATES BY STATE



APPENDIX K: CORPORATE AND SALES TAX LEVELS

The following table illustrates the corporate income tax levels applied by individual states in 1988.
These rates do not incorporate deductions which may-exist in different states or industries. Taxes

are generally due in March or April to the appropriate Revenue or Tax department of the state.

Individual states apply sales tax on construction materials, although certain projects are exempt

from sales tax. State sales tax rates are also listed in the table.



Appendix K: (Srporate Rates and Szles Tax by State, 1988

* includes a surtax
{table continued...

Corporate Rate Income Range Sales Tax
Alabama 5% 4%
Alaska 1% 1st 10,000 0%
2% $10-$20M
3% $20-830M
4% $30-$40M
5% $40-$50M
6% $50-360M
7% $60-$70M
8% $70-$80M
9% $30-$90M
94% over $90M
Arizona 25% 1st SIM 5%
4% 2nd SIM
5% 3rd SIM
6.5% 4th SIM
8% 5th S1IM
% 6th SIM
105% over $6M
Arkansas *1% 1st $3M 4%
2% nd $3M
3% next $5M
5% next $14M
6% over $25M
California 93% min. $300 6%
Colorado 55% 1st $50M 3%
5.9% balance
Connecticut 115% 1.5%
Delaware 8.7% - 0%
"ID.C. *12.5% “min. $100 6%
Florida 55% 5%
Georgia 6% 3%
Hawaii 44% 1st $25M 4%
54% next $75M
6.4% over $100M
Idaho 8% 4%
lllinois 4% 5%
Indiana 3.4% . 5%
lowa 6% 1st $25M 4%
8% next $75SM
10% next $150M
12% over $250M
Kansas *6.75% over $25M 3%
Kentucky 3% 1st 25M 5%
4% 2nd $25M
5% next $50M
6% next $150M
725% over $250M
Louisiana 4% 1st $25M 4%
5% 2nd $25M
6% next $50M
7% next $100M
8% over $200M




Appendix K (cont): Corporate Tax Rates and Sales Tax by State, 1988 |
Corporate Rate Income Range Sales Tax
Maine 35% 1st $25M - 5%
793% next $50M
833% 317SM
8.93% over $250M
Maryland : 7% 5%
Massachusets 9.5% +$2.60/SM nerLwerth 5%
$456 min.
Michigan 235% 4%
Minnesota 9.5% 6%
Mississippi 3% 1st $5M 6%
4% next $SM
5% over $10M
Missouri 3% 62%
Montana 6.75% min. $50 0%
Nebraska 4.75% 1st SSOM 3.5%
6.65% over $SOM
Nevada m 5.8%
New Hampshire 8% 0%
New Jersey 9% 6%
New Mexico 48% 1st $500M 3.83%
6.4% 2nd $500M
7.6% over $IM
New York 9% min. $250 4%
North Carolina 7% 3%
North Dakota - 3% 1st $3M 4%
4.5% next $5M
6% next $12M
7.5% next $10M
9% next $20M
10.5% over $50M :
Ohio 5.1% 1st $25M 5.5%
plus 8.9% over $25M
min. 350
Oklahoma 5% 3%
Oregon 6.6% min. $10 0%
Pennsylvania 8.5% 6%
Rhode Island 8% min. $100 6%
South Carolina . 5% 5%
South Dakota na 4%
Tennessee % ; 5.5%
Texas na 4%
Utah 5% min. $100 5.5%
Vermont 5.5% 1st $10M 4%
6.6% next $15M
1.7% next $225M
8.25% over $250M
) min. $75
Virginia 6% 4%
Washington na 6.5%
West Virginia 9.6% 5%
Wisconsin 7.9% 5%
Wyoming na 3%
U.S. Average na : 4.25%
Source: Associated General Contractors of America
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List of Interviewees

Canadian Interviewees

« Eniko Russell, Alphaform Exhibits;

» Roland Nicholls; Miine and Nicholls Contractors;

>  Robert Shishakly, Black and McDonald Contractors;

« Paul Giannelia, W.A. Stephenson Contractors;

> Gord Mollenhauer, Mollenhauer Contractors;

» Bill Nevins, Chief Economist, Canadian Construction Association;
» Kevin Maclntosh, W.F. Baird and Associates;

< Brian Fitzpatrick, First Quebec Corporation, formerly of Fizpatrick Construction;
+ Red McRae, formely of McNamara Construction;

o - John Mollenhauer, Mollenhauer Properties Limited;

»  Tim Kehoe, Royal Architectural Institute of Canada;

= Stéphen Revay, Revay and Asscciates Limited.

U.S. Interviewees

» Ann Powe, Stite Estimates Branch, Census Bureau, U.S. Department of Commerce;
Gloria Goings and Kevin Kasunic, U.S. Bureau of Labor Statistcs;

¢ Brian Oak, Commercial Counsellor, Canadian Embassy, Washington;

 Judith Bradt, Government Procurement Officer, Canadian Embassy, Washington;
Manuel Ellenbogen, Commercial Officer, Canadian Embassy, Washington;

*  Wendell Sanford, Consul and Trade Commissioner, Canadian Consulate, Boston;
+ Jack McManus, Commercial Trade Officer, Canadian Consulate, Boston;

+ Paul Donochue, Canadian Consulate,.San Francisco;

¢ Ariene Holden, Canadian Consulate, San Francisco;

*  William Wallace, Publisher, Daily Construction Service, San Francisco;

*  Gene Suttle, Deputy Executive Director, San Francisco Redevelopment Agency;

» Isabella Wong, San Francisco Redevelopment Agency:.

= Carl Goepfert, Manager of Projects, Bechtel Corporation, San Francisco;

» Glenn Isaacson, Executive Vice-President, Bramalea Pacific, San Francisco;

« Fred Babis and Albert Shott, Commercial Officers, Canadian Consulate, Seattle;

«  Dick Bistow, Associated General Contractors, Seattle;

«  James Williams, Seattle Master-Builders Association, Seattle;
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 'Robert White, Manager of Capital Planning, Seattle Municipality Metro, Seattle; O

» Robert Lurensky, U.S. Department of Commerce;

+  Patrick MacAuley, Nonresidential Construction Specialist, U.S. Department of Commerce;

= Charlie Helliwell, Deputy Director, Centre for Consguction Research and Education,
Massachusents Insttute of Technology;

«  James McKellar, Director, Centre for Real Estate Development, Massachusetts Instimte of
Technology;

«  Sally Brain, Economist, Associated General Coiitractors;

» Karen ODonnell, Tax and Fiscal Services, Associated General Contractors;

»  Nancy McCann, Publications, Associated General Contractors;

«  Christopher Engquist, Collective Bargaining, Associated General Contractors;

= Robert Gasperow, Consauction Labour Research Council;:

- Theresa Garrison, Caldwell Banker; _

- William Magruder, Vice-President, Omni Construction Inc.;

A.S. (Mack) McGaughan, President, A.S. McGaughan Co. Inc.;

- . Sara Dillon, Sales Managér, Cognetics;

 Richard Marshall, Informarion Services Division, F.W. Dodge;

Brenda Yates and Vicki Garrett, Census Bureau, Deparanent of Commesce;

+  Charles Pitcher, Building Materials and Construction Division, Departmerit 6f Commerce;

» Henry Wolfe, Government Division, Departnent of Commerce;

+ Russell Rhea, Commercial Officer, San Francisco Consulate;

+ Bemnard Brandenburg and Michael Pascal, Commercial Officers, Canadian Consulate, Los
Angeles;

« James Monsees, Metro Rail Transit Consuitants,.Los Angeles:

«  Michael Warren; Chi¢f Financial Officer, Urban West Communities, Los Angeles;

»  Rick Miranda, Director of Commercial Construction, Bramalea California; Los Angeles;

«  Gregory De'Lavalette, Gary Buter, Dave Deming, John Hakel, Associated General
Contractors, Los Angeles. :
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List of Referénces -

Canadian References

Annial Report of the Minister of Supply and Services, Labour Union Activity, Stafistics
Canada 71-202, 1988;

Trade Shows and Exhibits Schedule, Alphaform Exhibits, 1989;

Employment Egrnings and Hours, Statistics Canada, May 1989

Canadian Trade Representatives Abroad, External Affairs, April 1989;

Canadian Construction Record, Southam Business Publication, Various Issues:

So You Want to Export? Making the Inifial Decision, External Affairs, April 1988; -

Construction Contracring Industry Profile, Industry, Science and Technology Canada, 1988;
The Canada-U .S. Free Trade Agreement, Speaking; Notes for Address by Robert Nuth,

Canadian Construction Association, November 1987;

Free Trade and Construction, Canadian Construction Association, 1988;

The Canada-U.S. Free Trade Agreement and Services, External Affairs, 1988;
How Well Do We Compete? Relative Labour Costs in Canada and the United Siates,

‘Conference Board of Canada, 1988;

Results of a Survey of Construction Exports, Industry Science and Technology Canada, 1988;
Program for Export Market Development Handbook, Externial Affairs, 1988;

Building Abroad, A Guide for the Canadian Contractor, Department of Regional Industrial
Expansion, 1987;

Building Permits, Statistics Canada.64-001,.1988;

International Financing Data, A Business Guide to Eport F inancing, External Affairs, March
1988,

Construction, Canadian Construction Association, Various Issues;

Construction Export Directory, Canadian Construction Association, 1988:;

The Benefits from the Export of Consulting and Construction Services, Robertson Nickerson,
March 1986;

GATT - Uruguay Round, Construction Sibmission to SAGIT on General Services, February,
1989.

The U.S. Construction Market - References



American References

Govermment Docurmenys

o United States Industrial Outlook, U.S. Department of Commerce, International Trade
Administration, 1989;

= The Sérvice Economy, Coalition of Service Industries, March 1988;

*  Service Annual Survey, U.S. Department of Comimerce, Bureau of the Census, 1986;

«  Value of New Construction Puz in Place, U.S. Deparunent of Commerce, Bureau of the
Census, July 1988;

*  Annual Esamares of the Population of States, 1980-1988, U.S. Department of Commerce,
‘Bureau of the Census;

«  Hours and Earnings, Office of Wages, U.S. Bureau of Labor Stadstics, 1989;

s Survey of Current Business, U.S. Deparunent of Commerce, Bureau of Economic Analysis

o Stare Government Finances, U.S. Department of Commerce, Bureau of the Census, 1987;

»  Foreign Builders Target the United Sutes, Implications and Trends, International Trade
Administration, Deparmient of Commerce, February 1988;

« Trade in Services, Office of Technology Assessment, U.S, Department of Commerce, 1987;

« Linking America - The County Highway System, Natonal Association of Coundes, 1989;

= Buy America Act, centain federal and state policies, October 1987 Edition;

»  Opportunities for Canadian Suppliers of Urban Transit Equipmens, Canadian Consulate in San
Francisco, September 1989;

* Infraswructure Report, Merrill Lynch Fundamental Equity Research Department, October 1988;

« Fragile Foundations, Report 1o Congress by National Council on Public Works Improvment,
February 1988; ' '

*  Rebuild America, A Coalition for Quality Infrastructure Investment, various brochures and
studies, 1988 and 1989;

° Rx for Productivity: Build Infrastructure, Federil Reserve Bank of Chicago, September 1988;

*  Document on US. Construction Industry, FMI Marketing Services, 1989;

»  AGC Publications and Services Catalogue, Associated General Contractors, 198%;

o Office Vacancy Index, Coldwell Banker, December 1988; B

*  Industrial Vacancy Index, Coldwell Banker, December 1988;

*  Office Outlook Report, Coldwell Banker, Various Regions, 1988;

s Industrial Market Budletin, Coldwell Banker, Various Regions, 1988:

o Means Square Foot Costs, R.S. Means Inc, 1988;
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Trade Show and Convention Giide, Laventhol and Horwath, 1989;

Declining Unionization in Construction: The Facts and the Reasons, Steven G. Allen, 1988;
Encyclopedia of Associations, Gale Research Company, 1988;

Development, other publications, National Association of Industrial and Office Parks, 1989;
Surnmary of Responses to AGC Collecrive Bargdining Services Survey, Associated General
Conmwractors, 1988;

Various National Newsletters, Associated General Contractors, 1988, 1989;

The Washington Construction Report, Associated General Conmactors, 1989;

Daily Construction Service, various 1989 issues, Wade Publishing, San Francisco;
Califarnia Construction Review, Construction Indusiry Research Board, August 1989:
Housing Economics, The Qutlook, September 1989,

San Francisco Bay Conservation and Development Commissior, Annual Report, 1988;

14 Million Businesses, American Business Lists.Inc., July 1988;

Academic Dociiments

Consrruction, MIT Centre for Construction Research and Education, various issues;

Research and Development in the U S. Construction Industry, Fred Moavenzadeh and. Ann

Brach, MIT, ; '

A Strategic Response o a Changing Engineering and Construction Market, Fred

Moavenzadeh; MIT, April 1989;

U.S. Construction Industry: Issues and Challenges, Fred Moavenzadeh, MIT, October 1988;

Presence of Foreign Firms in the U.S. Construction and Engineering Marker, Fred

Moavenzadeh, MIT, March 1989; |

Governmenz Roles in City Development in the Uhited States; Bernard Frieden, Lynne Sagalyn

and Joseph Coomes, MIT, June 1988; .

Understanding F oreign Investment in U.S. Real Estate, Lawrence Bacow, MIT, November
1987; "

Administration, Various 1988 and 1989 I[ssues;

ENR Magazine (formerly Engineering News-Record), McGraw-Hill, various issues;
Site Selecrion and Industrial Development Magazine, various issues;

Gridlock, Time Magazine, September 12, 1988;

Stretched Thin, Business Week; June 1989;

Hor Spots, Inc. Magazine, March 1989;

The Wall Street Joiirnal, Virious Articles, 1989;

Rust:to Riches, Success Magazine, March 1989;




New England Construction, various issues, 1989;

Constructor, Associated General Contractors, various issues, 1989;
Forbes Annual Report on American Industry, 1989;

Moody’s Industrial Manual, 1988;

Metro Magazine, December 1988,

Various Dun and Bradstreet Reports.

The Rebuilding of America, Barrons, November 14, 1988;
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