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Oil price drop affecting U.S. cement and concrete 
manufacturers
On Thursday, January 15th, the Swiss National Bank (SNB) abandoned the 
ceiling it had maintained on the value of the nation’s currency, stunning 
financial markets. In doing so, SNB fully understood it would cause an extreme 
appreciation in the value of the franc.

The construction industry take heed! This act greatly impacts the entire industry. 
Let’s look at the cement and concrete manufacturers—here is how the oil price 
drop will affect it. 

Each and every action leads to a confusing welter of reactions and 
countermeasures. The dramatic drop in world oil prices, from over $100 USD 
in the summer of last year, to a current level of $45, is causing a storm of 
exchange rate shifts. 

The currencies of nations considered safe havens have been driven higher. The 
two notable standouts are Switzerland and the United States. 

The currencies of nations in which the local economy and government finances 
inordinately depend on revenue from energy sales have been bludgeoned lower. 
The most extreme examples are Russia, Iraq, Libya, Nigeria and Venezuela. 

Canada’s currency, known as the ‘loonie’, has also descended in this whirlpool, 
as has Mexico’s peso. Since September of last year, both currencies are down 
between 15 and 20 percent versus the U.S. greenback. 

A new cement plant is opening in Quebec’s Gaspé region, backed by the 
financial resources of the Beaudoin-Bombardier family that first came to 
prominence building snowmobiles. 

Mexico is the home base of CEMEX, another of the world’s largest cement 
manufacturers. To the degree that factories in either Canada or Mexico ship 
cement product to the U.S. marketplace, they will gain a currency-adjustment 
price advantage.  

Beyond the impact of international exchange-rate influences on cement and 
concrete demand in North America, there are four other determinants that this 
article will explore: 1) the outlooks for construction overall; 2) infrastructure 
requirements; 3) production costs; and 4) the environment.

Construction outlooks
Cement has the distinction of being one of the oldest and most commonly used 
construction products anywhere. Since the mid-00s, China’s cement usage 
has been setting the pace worldwide, accounting for nearly 60 percent of total 
global output pegged at 4.0 billion metric tonnes. (The U.S. figure is close to 80 
million tonnes.)  

Several years prior to 2008-2009, China’s ‘real’ (i.e., inflation-adjusted) gross 
domestic product (GDP) was increasing faster than +10.0 percent annually. 
Such strong growth was mainly due to a $3 trillion USD spending initiative to 
modernize China’s infrastructure.  

Subsequent to the world-wide credit crisis in 2008-2009, China’s growth 
rate has slowed to 7.5 percent. While that’s a significant deceleration, it’s 
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still impressive. Nevertheless, to re-apply stimulus, President Li has launched 
another round of infrastructure construction, this time totaling almost $1 trillion 
USD. 

Japan and Europe are two of the world’s other most important economies. The 
monetary authorities in both have been grievously disappointed by sluggish to 
none-existent GDP growth rates. To fight back, Japan’s central bank has already 
embarked on a massive quantitative easing program. The European Central Bank 
is about to do the same, with a plan to purchase $70 billion-worth of bonds 
from its member nations per month (60 billion in Euros). 

While the leaders in those nations claim they’ll do whatever it takes to light a 
fire under their output numbers, everyone is actually counting on an ongoing 
solid improvement in the U.S. economy. Most forecasts are calling for close to 
+3.0 percent U.S. GDP growth in 2015, with construction becoming a more 
active participant. All-important employment in America is casting a glow. The 
latest initial jobless claims figure, for the week ending January 24, was only 
265,000, the lowest it’s been in 15 years.  

In U.S. construction activity, the residential sector is experiencing an unusual 
dichotomy. The multi-family market is considerably ‘hotter’ than the single-
family segment. Unit starts in the former were +16 percent in 2014 versus 
2013, while they were a more sluggish +4 percent in the latter. This is 
advantageous for concrete manufacturers, since they’ve always had a good 
rapport with high-rise condo/apartment developers.  

The bold uptick in demand for high-rise properties is linked to generally tighter 
credit than in the past—a fallout from the recession that is making it more 
difficult to line-up financing for bigger homes—and to two key demographic 
shifts. 

Both empty-nesters from the baby boom generation and young adults/millennials 
entering the work force are appreciating the advantages of living in mixed-use 
projects downtown or at transportation hubs. (It’s when couples start having 
children that they cast their eyes longingly toward the suburbs.) The appeal of 
easy access to shopping, restaurants, entertainment and other amenities is easy 
to comprehend. 

The trend to live-work communities is spurring on a spirited advance in mixed-
use construction projects, comprised of high-rise condo/apartment towers, 
office space, retail and medical services. CMD’s construction starts forecast 
for 2015 is calling for a 7.7 percent increase in U.S. non-residential building 
construction.

Infrastructure development
So far, this article has made no mention of one of the prime drivers of cement 
and concrete demand is the need for infrastructure—in the form of roads, 
highways, sewage and water treatment plants and mains and especially 
bridges—requiring engineering/civil construction.  

President Obama, in his 2014 State of the Union (SOTU) address was on 
target when he said, “…in todays’ global economy, first-class jobs gravitate 
to first-class infrastructure.” In his 2015 SOTU, he was equally emphatic 
when commenting on how important new and upgraded infrastructure will 
be for the American economy: “21st century businesses need 21st century 
infrastructure—modern ports, stronger bridges, faster trains and the fastest 
internet.”
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Mention of ports, highways and bridges will catch the attention of the cement 
and concrete industries; but how to pay for them? The Congressional Budget 
Office (CBO) has estimated the federal government’s deficit for the fiscal year 
ending in September of this year will be less than $500 billion. That figure 
bottomed out at $1.3 trillion as recently as a half-decade ago. 

The successful improvement has been achieved through a variety of spending 
cuts, imposed by a modified version of ‘sequestration’, and revenue increases 
drawn from an improving economy. The size of the budgetary shortfall has 
been reduced from 10.0 percent of GDP at its worst in the vortex of the Great 
Recession to only about 2.5 percent at present. 

The future direction of Washington’s financial posture is uncertain, however. Two 
years ago, the Democrats and Republicans reached an agreement to mute some 
of the most stringent measures under sequestration. That agreement runs out 
this year. The Republicans—who now control both chambers on Capitol Hill— 
may feel that the forward progress in Washington’s finances is still not enough.   

At the state and local levels, property and sales tax increases are replenishing 
coffers. Also, look for some states to launch infrastructure renewal projects 
on their own. Pennsylvania, for one, has an aggressive program of bridge 
replacement and repair work planned. 

Some governmental departments are showing an increasing willingness to turn 
to alternative sources of financing, such as the P3 model, which is short for 
public-private partnerships. In Canada and elsewhere, P3 has often proven an 
effective means to spread (and thereby reduce) risk and speed up construction 
schedules. 

In Canada, many levels of government are crying poor because of the drop in 
the global price of oil, which is being accompanied by deep cuts in royalty 
collections. In truth, there is only one government that would have serious 
trouble withstanding a deterioration in its budget balance—Ontario. 

At this time of economic uncertainty, Ottawa and the other provinces could 
afford to provide what may be most needed—fiscal stimulus.

Production costs
In the latest Consumer Price Index (CPI) report released by the Department 
of Labor, year-over-year U.S. gasoline prices were -21.0 percent. North of the 
border, according to Statistics Canada, they were -16.6 percent. The price of jet 
fuel and diesel fuel is also down significantly.

The airline industry, which has been operating close to capacity, has not been 
passing its energy cost savings on to the flying public. 

The manufacturing sector, of which cement and concrete are important 
components, is not in as favorable a position as air passenger services. Most 
manufacturing sub-sectors are striving to reach 80 percent capacity utilization 
rates, let alone the benchmark 85 percent level at which new investment is 
usually triggered. 

(Cement and concrete are categorized within code number 327, ‘non-metallic 
mineral products’ in the North American Industry Classification System or 
NAICS, along with clay brick, glass and gypsum and that sub-sector’s December 
2014 plant usage rate was only 65.0 percent, according to the Federal Reserve.) 
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There are abundant positive consequences for cement production from cheaper 
oil nonetheless. 

The cost of heating and mixing together cement’s key ingredients (limestone, 
chalk, clay, silica sand, iron ore, etc.) to form a paste has been declining. 
Further down the supply stream, charges to convey ready-mix concrete to 
construction sites have slipped as well. 

The cost reductions for cement and concrete are encouraging, but they must 
also be assessed in a broader context. Will they be a match for similar gains 
achieved by the industry’s chief rival, the steel industry with its structural 
shapes, joists and other building products? (Rebar straddles both camps.)   

On the face of it, owners contemplating construction projects at this time will 
continue to benefit from restrained costs. Even under today’s seemingly ideal 
supply circumstances, however, one can’t always get what one wants. 

For example, in the spring of last year, the delayed thaw of the Great Lakes after 
a brutal winter held up freighter deliveries of cement to parts of Michigan. When 
alternative rail transportation was sought, it was discovered to be unavailable 
due to a greatly expanded volume of oil tanker cars dominating the tracks.  

In today’s intricately-connected and ultra-fast world, there are always 
implications/repercussions on top of implications/repercussions.   

Care for the environment
The cement industry has long been under the microscope for its environmental 
impacts. Any new plant, such as the one in Quebec, can be counted on to 
incorporate the latest technology to reduce its carbon footprint. 

Owners of cement plants are keenly attuned to the general public’s perception 
of their ‘green’ aspirations. Regardless of their best intentions, the most recent 
trends in energy-sector prices may soon draw them into a slipstream not of their 
own making. 

There are two striking ramifications from lower-priced gasoline, both of which 
could result in a higher tax burden. 

Cheaper prices at the pump threaten to increase the demand for petrol. Nobody 
wants extra tailpipe emissions. Therefore, in the House, there is already talk 
of increasing the fuel tax. This would be an additional means to curb gasoline 
demand, since restrictive CAFE regulations—where CAFE stands for Corporate 
Average Fuel Economy—are already set to come into effect in 2016 and are 
primed to be much more stringent (54.5 miles per gallon) by 2025.

There is also speculation that more jurisdictions (e.g., Ontario in Canada), 
besides British Columbia and California, may be about to introduce a carbon tax 
or cap and trade system. 

The cement and concrete industry is also facing close scrutiny from the 
Environmental Protection Agency (EPA). This is nothing new. Government 
oversight has become ubiquitous. 
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Summary
In summary, this report highlights the swirling currents through which firms 
must navigate these days. 

For in depth information, research and analysis on the world of concrete, these 
sites may be resourceful:

•	 U.S.	CPI:		http://www.bls.gov/news.release/pdf/cpi.pdf

•	 Canada’s	CPI:		http://www.statcan.gc.ca/daily-quotidien/150123/	 	
 dq150123a-eng.pdf

•	 U.S.	capacity	utilization	rates:		http://www.federalreserve.gov/releases/g17/	
 Current/table7.htm

Visit www.cmdgroup.com for the latest on trends in the world of concrete and 
construction industry.
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Thank you.
For more information contact:

Anthony LaBorde, Director, Custom Analytics, CMD

678-918-1340 | anthony.laborde@cmdgroup.com

Mike Rieman, Director, Cookerly Public Relations

678-467-9297 | mrieman@cookerly.com

Deborah Reale, Senior Manager, Social Networking, CMD

404-409-4301 | deborah.reale@cmdgroup.com

Written by:

Alex Carrick, Chief Economist, CMD

Edited by:

Ann E. Raach, Copy Writer, CMD

About CMD

CMD, the Inaugural Strategic Partner of the AIA, is a leading North American 
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