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ACTION: RECEIVE AND FILE

RECOMMENDATION

RECEIVE AND FILE the report on 2021 Los Angeles Construction Market Analysis.

ISSUE

A construction market analysis was performed to better understand the factors influencing
construction bid prices and Metro’s ability to deliver the largest transportation construction program in
the country. Current and future market conditions, along with the economic impacts of the COVID-19
pandemic, were assessed in the 2021 Los Angeles Construction Market Analysis to determine factors
influencing construction bidding activities and our ability to deliver Metro’s capital program, including
projects approved as part of Measure M.

BACKGROUND

Following the passage of Measure M, a construction market analysis was performed in 2018 to
evaluate market conditions to determine factors influencing construction bidding activities and our
ability to deliver Metro’s capital program. As part of a bi-annual effort to continuously evaluate market
conditions, a 2020 study was prepared. However, the 2020 Construction Market Analysis was
finalized in March 2020 prior to the COVID-19 pandemic, which dramatically changed economic
conditions locally and across the world. The 2021 Construction Market Analysis provides a
comprehensive analysis and update of construction market factors and trends since the last report
that was completed in March 2020 and presented to the Board in May 2020.

DISCUSSION

The Construction Market Analysis objectives were to gather information to evaluate the national,
regional, and local economies as it relates to construction cost and bidding trends, the current and
future amount of construction activities in the region, and measure its impact on the proposed work in
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the region, and the macroeconomic employment trends and skilled labor availability.

The KTJV team under the Program Management Support Services contract performed the Los
Angeles Construction Market Analysis update and completed the report in June 2021. The report
discusses factors that would influence future construction bid prices at Metro and how they would
impact our ability to deliver Metro’s capital program on time and within budget.

· Current market indicators in the construction industry forecast a construction labor shortage,
low unemployment, and a large volume of ongoing and planned work in the region.

· Inflation projections show a rise in construction costs. The budget development for multiyear
projects must adequately account for escalation, increasing wages, increasing materials costs,
and rising margins.

· The number, size, and complexity of megaprojects are increasing, resulting in reduced
competition and higher bids.

· As market demand increases, contractors will be increasingly selective in deciding which
projects to pursue, depending on the owner and the amount of risk an owner places on the
contractor.

Metro and other agencies will compete for qualified contractors, subcontractors, and skilled

workers in the robust construction marketplace.

Report Recommendations

The 2021 Los Angeles Construction Market Analysis report identifies the following goals for Metro to
better position itself in the marketplace: be the owner of choice, increase the labor pool, and control
construction costs. Based on these goals, the following recommendations are made:

· Embrace partnering on all levels of engagement with contractors to build a reputation as an
owner of choice

· Review and revise standard contract terms and conditions to be more attractive to bidders

· Conduct outreach to top-tier contractors who have not previously worked with Metro

· Fill the talent gap resulting from the VSIP and develop training programs

· Expand the scope and reach of the WIN-LA program to support contractors in hiring local
talent

· Allocate a small percentage of units in Metro joint development projects for craft labor working
on Metro projects

· Build temporary dormitory housing on laydown/staging sites for Metro projects

· Develop specifications that can be flexible to allow for price swings in different materials

· Develop a list of approved material substitutes that can be used in the event of fluctuations in
the cost of materials

Shorten review times between the submittal of bids and awards to prevent future fluctuations in
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materials between the time of bid submittal and notice to proceed.

FINANCIAL IMPACT

There is currently no impact on the budget.

EQUITY PLATFORM

The goal of the analysis is to highlight the factors influencing construction bid prices and Metro’s
ability to deliver the transportation construction program. As part of the analysis, there was a review
of the economic impacts, especially from the pandemic, and found it has manifested differently
across workers, businesses, and industries with small businesses in nonessential industries
experiencing the most economic distress, and women and minorities being disproportionally affected.

IMPLEMENTATION OF STRATEGIC PLAN GOALS

The recommendation supports strategic plan goal #1 to expand the transportation network as
responsibly and quickly as possible and by targeting infrastructure and services investments towards
those with the greatest mobility needs.

NEXT STEPS

Metro staff will evaluate each of the recommendations and implement them, if appropriate. Staff will
also continue to develop strategies on how to best address the factors impacting Metro’s ability to
deliver projects on-time and within budget successfully.

ATTACHMENTS

Attachment A - 2021 Metro Construction Market Analysis

Prepared by:   Julie Owen, Senior Executive Officer, Program Management,
(213) 922-7313

Reviewed by:   Bryan Pennington, Chief Program Management Officer (Interim),
(213) 922-7449

Debra Avila, Chief Vendor/Contract Management Officer, (213) 418-3051
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EXECUTIVE SUMMARY 

The COVID-19 pandemic has reshaped nearly all aspects of daily life and the economy, including 
how we work and travel, with the long-term impacts still not clear. This 2021 Construction Market 
Analysis serves as a barometer of current and future construction markets to reflect the economic 
impact of the pandemic since the last Construction Market Analysis was issued in March 2020. 
The report is also intended to help Los Angeles County Metropolitan Transportation Authority 
(Metro) gauge near- and long-term market conditions that may affect Metro’s ability to construct 
Measure M projects. The market conditions (as of July 2021) identified in this report will be felt in 
both the short term while Metro delivers approximately 20 construction contracts totaling  
$4.5 billion in the next 2 years, and in the long term when Metro delivers a myriad of 
transportation projects in time for the 2028 Olympic Games in Los Angeles (LA). The report 
focuses on three goals to support the delivery of projects within this decade: increase the labor 
pool, be the owner of choice, and control construction costs. 

Economic Conditions 

U.S.  

Following a historic period of economic growth, 2020 was a year of historic decline with national 
GDP shrinking by 3.5% and 22 million jobs lost (UCLA Anderson Forecast 2021a). Congress and 
the Federal Reserve reacted much more quickly to the pandemic crisis than they did to the Great 
Recession in 2008 by implementing measures for a V-shaped recovery, causing short-term 
concern regarding inflation. While the fight against the pandemic continues, the overall economic 
outlook is positive and significant growth is projected for the next few years (LAEDC 2021).  

California  

According to the UCLA Anderson Forecast, California’s strict public health measures during the 
pandemic, while causing immediate impacts on the economy, set the stage for “euphoric” growth 
and an even faster recovery in the state than nationwide. One concern of this economic outlook is 
the lack of a workforce for the growing economy because nearly half a million people have opted 
out of the workforce since the start of the pandemic (California Department of Finance 2021).  

More than a year after the pandemic begin, California has weathered the storm with a nearly 
$76 billion surplus in the state budget. This surplus will provide an extra $11 billion investment in 
the state’s transportation system, including $1 billion for 2028 Olympic Games-related 
transportation infrastructure projects (California Department of Finance 2021).  

Los Angeles  

Los Angeles County was at one point the epicenter of the COVID-19 pandemic, which severely 
affected the local economy. The county also saw a sharp decline in population that is likely related 
to the cost of housing in the region. Construction persevered as an essential service with LA 
having the second most cranes in operation in North America. Like California, LA is anticipated to 
grow significantly as the region prepares to welcome the world for the 2028 Olympic Games.  
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State of the Construction Industry  

Revenues and funding for construction were hit hard by the pandemic and owners resorted to a 
variety of strategies to balance budgets and keep capital programs moving. According to the 
American Road & Transportation Builders Association 2021 Transportation Market Forecast, 
transportation construction spending will dip in 2021 but is projected to grow significantly 
starting in 2022 regardless of the fate of a federal infrastructure package. If an infrastructure bill is 
passed, the industry could see high levels of spending on infrastructure that would fuel 
construction activity across the country.  

Construction Labor Shortage Persists  

After the initial shock of the pandemic and record unemployment, construction jobs bounced 
back because construction was generally considered an essential service across the country. 
Associated General Contractors of America’s Construction Hiring and Business Outlook survey 
for 2021 found that a majority of contractors are expecting to employ additional staff but are also 
struggling to find qualified workers to hire. According to the U.S. Chamber of Commerce, the 
consequences of the labor shortage include asking workers to do more work, difficulty meeting 
schedules, submitting higher bids, and turning down work.  

Construction Costs Outpacing the Market  

When compared to the Consumer Price Index (used to determine inflation), construction costs 
are increasing more quickly than the cost of a typical basket of consumer goods and services. This 
is even more the case in LA: several construction cost indices for LA are more than 50% higher 
than the national average. 

Fluctuating Materials Costs to Normalize Next Year  

Nearly every construction material has increased in price from a year ago as demand has 
increased and low production levels and logistical issues plague supply. For example, over the 
past year, the price of lumber has soared by 125% and the price of steel has increased by 73% 
according to the Bureau of Labor Statistics. As the economy continues to ramp up and 
pandemic-related supply issues are resolved, it is anticipated that the price of materials will 
normalize in 2022.  

Bidding Climate 

Based on an analysis of publicly available bid results in the LA region, agencies are receiving bids 
from one to two more bidders compared to the pre-pandemic average number of bidders. 
However, in the transportation megaproject arena, owners and contractors are seeing minimal 
competition, and contractors are being selective about bidding on high-risk work and contracts.  

Market Outlook  

The Dodge Momentum Index is a bellwether report for the construction industry because it 
gauges the initial planning of nonresidential projects and usually precedes actual construction 
spending by 12 months. Since hitting its 9-year low in January 2021, the Dodge Momentum Index 
is now at a 12-year high as of July 2021. In addition, three major confidence indices by Associated 
Builders and Contractors, Engineering News-Record, and the U.S. Chamber of Commerce reveal 
contractor optimism and growth expectations. 
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Metro in the Marketplace and the Path Forward  

To navigate the financial impact of COVID-19, Metro implemented several actions to maintain 
financial stability. Metro also took advantage of the empty streets resulting from stay-at-home 
orders to recover or accelerate project schedules through temporary street closures.  

Metro has continued to make significant progress with initiatives related to some of the market 
pressures such as the groundbreaking SEED School of LA County to develop the next workforce 
generation. Metro is also implementing new alternative delivery methods like construction 
management/general contractor and progressive design-build with the goal of improving  
cost certainty.  

Future Construction Market Projects  

It was previously estimated that Metro construction expenditures would average approximately 
$2.9 billion per year leading up to the 2028 Olympic Games, with peak spending occurring in 
2025. The estimate has been updated to reflect the latest project information and schedule 
updates. It reveals that Metro construction expenditures will likely average $3.5 billion per year 
during this same period, with spending peaking at nearly $5 billion in 2026. The change can be 
attributed to recent increases in the life-of-project budgets for several projects, and more 
parallelism in projects due to the COVID-19-driven schedule delays. 

Forecast Continues to Show Prolonged Labor Shortage  

The results of the forecast of the estimated number of construction jobs in the region show that 
the demand for construction jobs exceeds the available resources to fill these jobs. Contractors 
are having difficulty filling positions on current projects. This will only continue to get more 
difficult because the peak of the labor shortage will occur between 2024 and 2028, resulting in a 
labor shortage of approximately 19,000 to 28,000 people.  

Recommendations  

The following recommendations provide ideas and suggestions for how Metro can achieve the 
three goals identified in this report to provide some relief from the market pressures and stresses.  

Recommendations 
Be the Owner 

of Choice 
Increase the 
Labor Pool 

Control 
Construction 

Costs 

Embrace partnering at all levels of engagement with contractors to build a 
reputation as an owner of choice    

Review and revise standard contract terms and conditions to be more 
attractive to bidders    

Conduct outreach to top-tier contractors who have not previously worked 
with Metro    

Fill the talent gap resulting from the Voluntary Separation Incentive 
Program and develop training programs    

Expand the scope and reach of the Workforce Initiative Now-Los Angeles 
program to support contractors in hiring local talent    
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Recommendations 
Be the Owner 

of Choice 
Increase the 
Labor Pool 

Control 
Construction 

Costs 

Allocate a small percentage of units in Metro joint development projects to 
craft labor working on Metro projects    

Build temporary dormitory housing on laydown/staging sites for Metro 
projects    

Develop flexible specifications that accommodate price swings in different 
materials    

Develop a list of approved material substitutes that can be used in the 
event of fluctuations in the cost of materials    

Shorten bid review times to limit the chance of fluctuations in material 
prices between the bid submittal and notice to proceed    
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INTRODUCTION 

Following the completion of the March 2020 Construction Market Analysis, Los Angeles (LA) 
County and the world went into quarantine in response to the COVID-19 pandemic. A year and a 
half later, the pandemic has reshaped all aspects of our lives, including how we work and travel, 
with the long-term impacts still not clear. 

To serve as a barometer for current and future construction markets, this updated Construction 
Market Analysis is intended to help Los Angeles County Metropolitan Transportation Authority 
(Metro) gauge near- and long-term market conditions that may affect Metro’s ability to sustain 
progress toward improving transportation infrastructure in LA County.  

This report intends to address the following questions to help Metro progress toward its 
objectives during this unprecedented time: 

• What is the impact from the pandemic and outlook on national, state, and local economies?  
• What is the state of the construction market and what are the trends? 
• How is Metro responding to current market conditions?  
• Will resources be available to support Metro’s capital program?  
• Can Metro achieve its goals in this market? 

What is Driving Metro’s Construction Needs? 

LA is facing many challenges, including recovering from the global COVID-19 pandemic, 
encouraging transit ridership, reducing roadway congestion, adapting to and mitigating the 
impacts of climate change, tackling the housing crisis, and hosting the 2028 Olympic and 
Paralympic Summer Games. To tackle these challenges, a reliable, high-quality transportation 
system is crucial to LA County’s economic recovery, continued prosperity, and quality of life. 
Metro is at the front and center of leading this effort as the primary planner, designer, builder, and 
operator of LA County’s transportation network.  

Supported by Measure M, Metro is leading the most aggressive multimodal transportation 
expansion program in the country to address the region’s most pressing challenges. This decade 
will see historic levels of construction activity by Metro due to construction on several rail 
corridors and future projects in the coming years.  
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COVID-19 Derails Metro’s Revenues 

In March 2020, LA County announced a Safer-at-Home Public Health Order in response to the 
rapidly growing COVID-19 pandemic. Overnight, daily life changed dramatically for over 
10 million residents. As LA County and the word grappled with an unprecedented “black swan” 
event that shut down the economy and imperiled the health of the population, Metro’s operations 
and construction projects continued as essential services. 

Metro’s primary sources of revenues are from sales taxes, which dramatically declined as 
businesses were shut down in the beginning of the pandemic. Significant measures were needed 
to conserve resources and reduce expenses as a result of the decreased revenue. Measures were 
taken by Metro to provide financial stability during this crisis. Further details on Metro’s response 
to COVID-19 are provided later in the report.  

Purpose 

The 2020 Construction Market Analysis identified the following goals that aligned with Metro’s 
Vision 2028 to support the delivery of Metro projects over the next 10 years: increase the labor 
pool, be the owner of choice, and create a more resilient organization. After an unprecedented 
year dealing with the COVID-19 pandemic, these goals are still applicable. Metro has proven to be 
a resilient organization responding to these challenging times by continuing to provide 
operations for essential workers and exercising sound fiscal stewardship.  

The trend of higher costs on several megaprojects has been magnified as Metro has looked to 
reduce expenses during the pandemic. For this reason, this has been added as a new goal. The 
three goals that this report will focus on include the following: 

• Be the owner of choice 
• Increase the labor pool 
• Control construction costs 

In addition, this report will evaluate how the 
economic climate, the construction industry, 
and Metro’s response to shifting market 
conditions to deliver transformative projects 
in the next 10 years. Analyses aimed at these 
goals will reveal current and future indicators 
of construction market conditions. These 
updated results will help guide Metro’s 
approach to being the preferred partner in 
the construction industry, maintain and 
increase the pipeline of talent, and mitigate 
the rising costs of construction. 

Understanding the market pressures and 
stresses will help Metro in the marketplace. 
This will be critical as Metro prepares to 
procure approximately 20 construction 
contracts that total in value approximately 
$4.5 billion within the next 2 years. 
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Methodology 

The KKCS/Triunity Joint Venture with support from Jacobs Engineering Group Inc. under the 
Program Management Support Services contract with Metro prepared this report. The team 
gathered existing Metro data and conducted a literature review and researched statistical data and 
public records to develop a picture of the current and future construction market, the labor 
market, and the availability of construction labor and trade resources. 

These industry and public resources provided the most current, relevant data available as of 
July 2021 during the preparation of the analyses and report: 

• U.S. Bureau of Economic Analysis, U.S. Bureau of Labor Statistics (BLS), U.S. Census Bureau, 
and the U.S. Department of Commerce 

• American Road and Transportation Builders Association (ARTBA) 
• Associated Builders and Contractors (ABC) 
• Associated General Contractors of America (AGC) 
• Business and trade journals 
• Congressional Budget Office (CBO) 
• Dodge Data and Analytics (Dodge) 
• Engineering News-Record (ENR) 
• Fails Management Institute (FMI)  
• Los Angeles Economy Development Corporation (LAEDC) 
• Rider Levett Bucknall (RLB) 
• University of California, Los Angeles (UCLA) Anderson School of Management 
• U.S. Chamber of Commerce 
• Agency websites and bid data 
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ROAD TO RECOVERY – ECONOMIC 
CONDITIONS  

The Pre-Pandemic Economy  

The pre-pandemic economy was defined by the longest economic expansion in U.S. history, 
lowest unemployment rate since 1969, and longest stretch of monthly job gains. However, in 
2020 the national economy began to slow and the potential for a recession loomed due to 
uncertainties on the global stage, such as the outcome of the 2020 national election.  

At that time, both California and LA produced strong economic trends, exceeding the nation in 
most indicators, but were also dealing with housing affordability that threatened to slow 
economic growth. However, the unexpected shock of the global pandemic in March 2020 
dramatically changed the national, state, and local economies. 

Economic Shock in 2020 and Recovery in 2021  

United States  

The U.S. was one of the hardest-hit countries in the world by the global COVID-19 pandemic in 
2020, resulting in what was the sharpest economic downturn in the last 60 years (UCLA Anderson 
Forecast 2021a). Gross domestic product declined by 3.5% and 22 million jobs were lost (UCLA 
Anderson Forecast 2021a). Many industries were forced to shut down, while some adapted to the 
new way of life and conducting business from home. 

In response to the pandemic, the federal government took steps to manage economic fallout by 
enacting monetary and fiscal policies aimed at cushioning the impact. Congress provided several 
major economic relief and stimulus acts that included:  

• March 2020: The $2.3 trillion Coronavirus Aid, Relief, and Economic Security (CARES) Act 
included one-time cash payments to individuals, unemployment benefits, loans for small 
business and to prevent corporate bankruptcy, and $25 billion for public transportation relief.  

• December 2020: The Consolidated Appropriations Act of 2021 provided $868 billion in 
COVID-19 relief and funding, including direct stimulus payments of up to $600 to individuals, 
another round of Paycheck Protection Program loans, and enhanced unemployment benefits.  

• March 2021: The $1.8 trillion American Rescue Plan provided direct aid to state and local 
governments, stimulus payments of up to $1,400 to individuals, extended 
unemployment benefits, and over $30 billion for public transportation relief.  
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Potential Significant Spending from Infrastructure Bill 

In early August, the Senate passed the $1.2 trillion infrastructure plan, which 
includes more than $110 billion to replace and repair roads, bridges, and highways, 
and $66 billion for passenger and freight rail. The plan now moves to the House of 
Representatives for a vote. At the publication of this report, it is uncertain when the 
House of Representatives will vote on the bill, or when it would reach the 
President’s desk for signing. If passed, funds from the legislations could become 
available as soon as within months for projects that already have permits in place 
and contractors engaged. This infrastructure bill will significantly increase 
construction spending and create a pipeline of work for contractors over the next 
several years.   

Reacting more quickly to the pandemic crisis than it did to the Great Recession that began in 
2008, the Federal Reserve slashed interest rates to nearly 0% and continued to keep financial 
markets functioning and credit available to the market, especially for small businesses. 

These actions helped prevent further economic contraction and supported recovery, but the 
economic impacts from the pandemic have manifested differently across workers, businesses, 
and industries. Disparate effects of COVID-19 on the economy include:  

• Low-wage workers have experienced disproportionate levels of unemployment compared to 
higher-wage workers.  

• Small businesses in nonessential industries experienced the most economic distress. 

• Women and minorities have been disproportionally affected.  

As the U.S. economy rebounds following the COVID-19 pandemic, inflation is a topic of concern. 
The prices of  goods and services have increased over the past year due to the reopening 
economy and increased consumer demand as well as federal stimulus aid injected into the 
economy. Another factor is that Americans have money to spend and are eager to spend it on the 
things they could not do or buy during the pandemic. Adding to the problem are ongoing  
supply shortages because of disruptions in manufacturing, logistics, and transport caused by  
the pandemic.  
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California  

At the start of the pandemic, California enacted one of the first stay-at-home orders in the country 
to control the spread of COVID-19 (State of California 2020). However, by the end of 2020, 
California had over three million cases, more than any other state (County of LA Public Health 
2021). As a result, the pandemic severely affected California’s economic performance in 2020.  

The state’s unemployment rate reached a record high of 16% during the pandemic before 
improving to 8% through March 2021 (BLS 2021). California has added back over 1.2 million 
jobs—44% of the 2.7 million jobs lost in March and April 2020 (State of California, Department of 
Finance 2021). But the labor market continues to struggle because there are more than one 
million fewer employed Californians and more than half a million fewer people in the labor force 
(State of California, Department of Finance 2021). Some of the most common reasons for people 
opting out of the workforce include a need to care for children and for parents, fear of becoming 
infected at work, despair over not finding a job, opting for unemployment benefits, early 
retirement, and burn out. 

California projected a budget deficit of $54 billion a year ago as a result of COVID-19. As of 
August 2021, the state has managed the economic storm and is now projecting a nearly 
$76 billion surplus (State of California, Department of Finance 2021). With an additional 
$25 billion in federal relief, the state has the opportunity to speed up the economic recovery from 
the pandemic and address long-standing challenges facing the state like housing/homelessness, 
climate change, and transportation.  

The surplus resulted in revisions to the budget that include significant investments in both new 
transportation infrastructure and the maintenance of existing infrastructure. The surplus adds to 
the initial $18 billion budget with an extra $11 billion investment in the state’s transportation 
systems (State of California, Department of Finance 2021). This surplus investment enhances the 
state’s competitive position to pursue federal funding from a potential infrastructure bill.  

According to the UCLA Anderson Forecast, California’s strict public health measures during the 
pandemic, while causing immediate impacts on the economy, set the stage for an even faster 
recovery in the state than nationwide (2021). 
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Los Angeles 

LA County has been significantly affected by COVID-19 because large portions of its economy 
include the industries hardest hit by the pandemic, causing the county Gross Domestic Product 
to fall by 3% in 2020 (LAEDC 2021a). The pandemic worsened in LA County in January 2021 when 
the county became the epicenter of the COVID-19 pandemic with average daily cases above 
40,000 (County of Los Angeles Public Health 2021).  

Fortunately for businesses and individuals alike, over 800,000 individuals received the first dose of 
the vaccine at the start of February 2021 when vaccines were beginning to be available (County of 
Los Angeles Public Health 2021). LA County has continued to make substantial progress with 
over 40 million doses administered and 63% of the population fully vaccinated at the end of 
July 2021. 

The unemployment rate in LA County peaked in May 2020 at the historic level of 18.8%. In 
comparison, the peak unemployment rate during the Great Recession was 13.2%. Since 
May 2020, the unemployment rate has started to come down and was at 10.5 % as of June 2021 
(BLS 2021a). Unemployment in LA County has trended higher than the rest of the state. This is 
mostly due to the large portion of the economy being in industries most affected by the COVID-19 
restrictions, like hospitality, tourism, entertainment, and in-person retail. 

For the third straight year, the population in LA County has declined. This past year saw a notable 
drop in population of nearly 100,000 people, the most in the state, according to demographic 
data by the California Department of Finance (State of California, Department of Finance 2021). 
A consequence of the declining county population trend of the past 3 years of particular concern 
to Metro is the impact of reduced sales tax revenue to fully fund construction projects in 
the future. 

One of the contributing factors to the population decline is the supercharged housing market. 
The median home price in LA rose to $750,000 as of April 2021, a 19% increase over the past 
year. According to Zillow, the average number of days houses are on the market in LA County is 
just 13 (Zillow Group 2021). The booming housing market is in stark contrast to the renter’s 
market. In general, renters have been disproportionately hit the hardest by unemployment or 
income losses from the pandemic and are struggling to make ends meet.  

In the beginning of the pandemic, LA lost 22,000 construction jobs in March and April 2020 
(State of California Employment Development Department 2021). However, local government 
agencies deemed construction as an essential service and the industry, for the most part, 
persevered through the pandemic. Construction sites adjusted to provide safety protocols and 
practices to allow construction to continue, including all Metro projects. This has led to fewer 
short-term payroll falloffs for construction workers. As of July 2021, the construction industry has 
recovered nearly 80% of the total numbers of construction jobs lost initially (Bureau of Labor 
Statistics). This number would likely be higher; however, contractors are struggling to find 
workers, partially due to the labor force in the county shrinking by 120,000 from pre-pandemic 
levels (LAEDC 2021c).  

A sign of the recovering and growing LA construction market is the 43 tower cranes in the region. 
The RLB Crane Index, a reputable indicator of construction activity, lists LA as having the second 
most cranes in North America for the first quarter of 2021, behind Toronto (RLB 2021). 
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Economic Outlook  

The information presented for the national, state, and local economic outlooks is a summary of 
various sources that include the International Monetary Fund, California State Budget May 
Revision Economic Outlook, LAEDC 2021 Forecast, and UCLA Anderson Forecast.  

United States 

The next 2 years will likely see economic recovery, but the speed of recovery is tied to supply chain 
normalization as well as the population becoming vaccinated. According to estimates by the  
Congressional Budget Office, the majority of industries will return to pre-pandemic employment 
levels by 2024 (CBO 2021). This 4-year timeline appears to be a quicker recovery compared to that 
of the Great Recession, which took over 6 years to reach the pre-recession peak. 

Risks to the national economy outlook remain, including a new wave of cases and deaths due to 
COVID-19 variants, vaccine hesitancy, and the risk of a stock market correction. Inflation has been 
a major concern in 2021, but the Federal Reserve estimates that inflation will fall to 2% by next 
year once the economy is on firmer footing and the pandemic is in the rearview mirror (Federal 
Reserve 2021). 

California 

According to the June 2021 UCLA Anderson Forecast, California is posed for a “euphoric” 
rebound as a result of the COVID-19 restrictions put in place to protect the economy in the long 
run. Employment in the state is estimated to grow by 2.6% on average and reach pre-pandemic 
levels by mid-2023. California’s unemployment rate is projected to broadly follow the national 
trend of steady decline but at a slightly higher level. California’s unemployment rate is projected 
to return to pre-pandemic levels in 2024. The California Department of Finance is also forecasting 
a faster recovery than the Great Recession, aided by a surplus of nearly $76 billion. 

Higher housing costs and housing constraints in the state continue to drive inflation above 
national levels in the long run and affect affordability.  

Los Angeles 

Los Angeles is a hub for entertainment and live events, and it is anticipated the region will see an 
abundance of economic activity and growth due to strong vaccination levels and pent-up 
demand. Employment and personal income growth are expected to rise in the coming year above 
that of pre-pandemic levels (LAEDC 2021a).  

Many development and infrastructure projects not yet in construction have been deferred to the 
future, but not cancelled. With many of these deferred projects to be built before the 2028 
Olympic Games and a potential windfall of stimulus money from Sacramento and Washington, 
the construction industry will continue to see strong growth in the foreseeable future. 

A number of difficulties that predate the COVID-19 pandemic, including the cost of housing, have 
worsened during the pandemic and could hold back the region from even stronger economic 
growth in the future. 



1 0   •   L O S  A N G E L E S  C O N S T R U C T I O N  M A R K E T  A N A L Y S I S  2 0 2 1  

 

 

 



15  •   LOS ANGELES  CONSTRUCTION MARKET ANALYSIS  2021

STATE OF THE  
CONSTRUCTION  
INDUSTRY03



 

1 1   •   L O S  A N G E L E S  C O N S T R U C T I O N  M A R K E T  A N A L Y S I S  2 0 2 1  

STATE OF THE CONSTRUCTION INDUSTRY  

The construction industry was booming at the start of 2020 and the future was bright. However, 
the COVID-19 pandemic hit hard and fast and paused construction sites overnight due to safety 
and financial reasons. The impact of the COVID-19 pandemic on construction is unlike anything 
the industry has experienced in decades.  

In the current COVID-19 pandemic-driven recession, the construction industry faces several 
roadblocks, but will be a key economic engine for driving the nation’s economic recovery. 
The following discusses the market drivers of the construction industry.  

Construction Activity and Spending Down, But Growth Ahead  

Revenues and funding for construction 
were hit hard by the stay-at-home orders, 
causing historic levels of unemployment, 
economic recession, and declines in air 
travel and public transit. This resulted in 
significant revenue shortfalls for state, 
county, and local transportation agencies.  

According to ARTBA (2021), owners are 
using a variety of strategies to balance 
budgets on their capital programs, such as: 

• Delaying projects or cutting 
capital programs  

• Using rainy day funds or bonds to 
maintain capital spending  

• Decreasing costs by deferring 
maintenance needs, furloughing staff, 
and freezing hiring 
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The cumulative impact of these strategies will be felt in 2021 and will reflect the broader 
COVID-19-related economic contraction that began in the spring of 2020. This can be seen on the 
following figure, which shows that transportation construction is anticipated to decline by 5% in 
2021 according to ARTBA forecast models. The forecast also reveals growth resuming in 2022 
assuming economic conditions improve, travel demand is restored to pre-COVID-19 levels, and 
the national infrastructure bill becomes law.  

RLB’s Construction Activity Cycle provides insight into the construction activity within the general 
economy based on 14 cities in North America. The cycle identifies whether cities are in a growth 
or decline phase and is structured in three zones (peak, mid, and trough) to best represent the 
current status of the construction industry in the respective 14 cities. According to RLB’s report 
for the first quarter of 2021, Los Angeles is one of seven cities in the RLB 14-city construction cost 
index to be in a peak construction activity cycle. As shown on the following figure, Los Angeles is 
still in the peak growth while construction activities in six cities are in decline. 
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Construction Labor Shortage Persists 

In the first month of the pandemic, more than 600,000 construction workers were laid off or 
discharged. The following month, April 2020, was even worse with more than 700,000 layoffs, 
totaling in nearly 11% of the construction workforce (BLS 2021b). This was more than 50% above 
the number of construction workers laid off during the worst month of the Great Recession.  

The unemployment rate in construction generally followed the national trend for most of the year 
with a peak in April 2020 at 16.6%. Following the second major COVID-19 outbreak at the start of 
2021, construction unemployment rose above the national trend. As shown on the following 
figure, the unemployment rate is now falling and at a similar rate as national unemployment. 

Voters Approve Measures Despite Recession 

Voters across the country in the November 2020 general election approved 
approximately $14.1 billion in transportation funding (ARTBA 2021). Despite the 
recession, 94% of transportation funding measures passed. The largest measure 
passed occurred in Austin, Texas, providing $7.5 billion for major transit projects. 
In California, most counties elected not to put transportation measures on the 
ballot due to the recession. Sonoma County decided to move forward with its 
transportation measure and was successful at the ballot box, securing more than 
$500 million for transportation.  
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Total hires and job openings in the construction industry are back up to near pre-COVID-19 levels 
(BLS 2021b). The significant job losses during the pandemic did not mitigate the skilled labor 
shortage that has plagued the industry for years. Historically, some workers who lose or leave 
their jobs during a recession do not return to the industry. During the Great Recession, more than 
60% of construction workers who lost their jobs left the construction industry by 2013 for 
positions in other industries or retired according to the U.S. Census Bureau.  

From the contractor’s perspective, most are expecting to maintain staffing size or add staff 
according to AGC’s 2021 Construction Hiring and Business Outlook survey. The survey also 
found that contractors are struggling with finding qualified workers to hire, whether to expand 
headcount or replace departing staff. Nearly half believe the labor shortage will continue in the 
future and it will be as difficult or more difficult to find qualified workers in 2021.  

Another source, FMI’s 2021 First Quarter Heavy Civil Construction Index, surveyed contractors 
around the country to identify challenges in the construction industry. In response to a question 
about the top three current economic risks to contractors, more than half of the responses 
identified the limited supply of skilled labors and craftworkers as the top risk. 

In the U.S. Chamber of Commerce quarterly survey of the construction market for June 2021, 
contractors continued to see impacts on their business operations as a result of the skilled labor 
shortage. Although concerns have eased for some compared to pre-pandemic conditions, a 
significantly high number of contractors are experiencing the labor shortage and are struggling to 
meet project schedules, putting in higher bids, and turning down work.  
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Construction Costs Outpacing the Market 

The construction industry uses several cost indices to measure inflation in the construction 
market, or more simply, the change in cost over time. The year-over-year changes in these cost 
indices are used to estimate escalation. In construction, escalation is commonly used in cost 
estimates to represent anticipated future changes in construction costs. This report looks at cost 
indices published by ENR and RLB. ENR produces two indices, the Construction Cost Index and 
Building Cost Index, which are calculated based on material and labor components and a 20-city 
national average. ENR’s cost indices are highly respected and used by California’s Department of 
General Services to develop the California Construction Cost Index. RLB’s cost index is also based 
on material and labor components, but for a 12-city national average. This report references both 
ENR and RLB because they produce city-specific cost indices for Los Angeles and are based on 
nonresidential construction. 

When compared to the Consumer Price Index, construction costs are increasing more quickly 
than the cost of a typical basket of consumer goods and services. These indices also reveal that 
Los Angeles costs are some of the highest in the country and exhibit significantly higher 
annual increases than the national average. ENR’s indices reveal the high inflation rate for 
construction in Los Angeles can be contributed to materials costs, because labor costs have 
been mostly unchanged. 

In a previous survey by contractors, nearly half of the respondents anticipate escalation between 
5% to 10%. This is consistent with ENR and RLB’s construction cost indices.   
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Fluctuating Materials Costs to Normalize Next Year  

Nearly every construction material has increased in price from a year ago. ENR’s Material Cost 
Index rose 4.5% from June to July 2021, while the annual escalation rate increased 19.9%. The 
Los Angeles market, in particular, is feeling the squeeze: the region had by far the largest annual 
increase in ENR’s 20-city Material Cost Index, rising 44% over the past year.  

This can be seen in the prices of common construction materials, such as lumber, steel, copper, 
and crude oil. In May 2021, the price of lumber peaked with 154% year-over-year increase 
according to the BLS Producer Price Index (PPI). While the price of lumber is coming down, the 
price of steel, crude oil, and copper have been increasing over the past several months. These 
significantly high annual increases are not just adjustments from prices dropping at the onset of 
the pandemic, but rather that prices are at all-time-highs for most materials due to demand and 
low production levels, as shown on the following figure.  
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The rising costs can also be attributed to the consequences of the global pandemic on logistics 
and transport. The impact of COVID-19 left the ports shorthanded and overwhelmed from the 
surge in online shopping. This resulted in a domino effect in the logistics chain, causing delays in 
the delivery of materials.  

According to surveys by both US Chamber of Commerce and AGC, contractors have expressed 
ongoing concerns about the potential effect of tariffs and trade wars on their access to materials 
and the cost of materials, specifically lumber, steel, and aluminum.  

AGC’s Chief Economist, Ken Simonson, said the continued supply chain issues may hold back 
the construction industry recovery from anticipated construction spending and activity in the 
second half of 2021. “Any owner who is expecting to build [had] better factor in the likelihood that 
there will be delays, and, depending on how the risk is shared with contractors, price increases.” 

“Any owner who is expecting to build [had] better factor in the 
likelihood that there will be delays, and, depending on how the 
risk is shared with contractors, price increases.” 

Ken Simonson, AGC’s Chief Economist 
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Other Market Drivers 

Struggling Subcontractors and Suppliers  

One of the most immediate pandemic impacts on the construction industry was at the 
subcontractor market, because construction sites were shut down in some cities that did not 
consider construction to be essential. The highly competitive market and project shutdowns of 
only a couple weeks led to many small business subcontractors and suppliers declaring 
bankruptcy during this period. 

As construction activity picks up over the coming months, larger general contractors may need to 
self-perform a lot of work they would normally subcontract out. Another issue plaguing some 
contractors is their inability to afford the required insurance and lack of available labor.  

Increased Insurance Costs and Tougher Terms  

The construction insurance market is transitioning from a decade of stability to one in which 
prices are increasing. Factors driving this change include increased underwriter scrutiny, 
significant losses due to claims, and less capacity of specialty construction insurers, according to 
a report by Marsh LLC (2021). Due to the COVID-19 pandemic, many carriers are pushing for 
increasing prices and lowering policy limits for excess casualty insurance coverage. These price 
increases and lower policy limits make it difficult for subcontractors struggling to survive and 
general contractors will likely pass these costs on to owners through higher bids.  

Bonding Companies Exerting More Control  

Similar to what is happening in the insurance market, bonding companies are exerting more 
control with respect to contractors’ bonding requests by scrutinizing contract terms and 
conditions and the risk associated with performance and pricing. While it is typical for bonding 
companies to be spinoffs of insurance carriers/underwriters, bonding companies do not 
presuppose loss like insurance companies do, but rather seek to secure loss through a 
contractor’s assets in the event that a bond claim is perfected. Public agencies, by statute, require 
prime contractors to provide a bid/proposal bond as well as a performance and payment bond to 
protect the public interest. Consequently, if contractual risks are not balanced and/or reflected 
in performance and pricing, some contractors are denied bonds, which reduces the 
bidding/proposal pool, and also has an impact on competitive pricing in the marketplace. 
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Megaprojects  

Metro, along with other transit agencies, is embarking on many megaprojects (greater than 
$1 billion) across the country. In fact, Metro has 12 megaprojects totaling $35 billion under 
construction or planned to start construction within the next 10 years.  

The demand to rebuild infrastructure is high, and megaprojects are growing larger and increasing 
in number and complexity. Between 2013 and 2018 alone, the annual value of U.S. megaprojects 
increased from 3% to approximately 33% of all U.S. construction project starts (FMI 2019).  

The scale of effort for megaprojects comes with more unforeseen challenges, construction 
durations lasting nearly a decade, and historically overrun cost and schedule objectives. 
Transportation megaprojects also come with unique challenges and risks, such as approval 
requirements from multiple jurisdictions, changing site conditions between communities, greater 
interactions with traffic, and local business disruptions. 

Owners and contractors are struggling to develop accurate bid estimates and manage the risks, 
scale, and complexities of megaprojects. Megaproject performance analysis indicates that merely 
one out of ten megaprojects in all U.S. market sectors are delivered on time and within budget 
(GlobalData 2019). This trend is not likely to improve, because the pool of contractors and 
resources will be further constrained as the number of megaprojects in the market increases.  
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Confidence Indices 

To gauge confidence in the construction industry, three confidence indices were evaluated: the 
ABC Construction Confidence Index, the U.S. Chamber of Commerce Commercial Construction 
Index, and the ENR Construction Confidence Index. In general, these indices measure contractor 
sentiment about the current market and where it will be in the short term and long term. Index 
readings above 50 indicate growth optimism, and below indicate growth pessimism. 

All three confidence indices are above the threshold of 50, indicating growth expectations over the 
next 6 months. The July 2021 scores for these indices are higher than what they were in 2020, but 
contractor sentiment is still below the pre-pandemic outlook. 

 

Indicators of ABC’s Construction Confidence Index, which captures the construction industry’s 
business climate through sales, profits, and staffing, are shown on the following figure. These key 
indicators have generally remained steady over the last couple of months but have increased 
since the worst of the pandemic recession started in 2020. However, contractor sentiment is still 
several points below the Construction Confidence Index for February 2020 for all three indicators. 

Collectively, the industry’s outlook appears to anticipate market recovery will continue into the fall 
and winter of 2021. “There are risks to the outlook, including inflation, rising interest rates and 
viral variants,” said ABC National's Chief Economist Anirban Basu. “Available data indicate that 
while many segments continue to exhibit weak fundamentals, the worst is now past in terms of 
market deterioration” (ABC 2021). 
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Bidding Climate 

In 2021, the U.S. Chamber of Commerce Commercial Construction Index reported that 
approximately 35% of contractors were turning down bid opportunities. . This aligns with 
contractors’ experience in the Los Angeles region, where they are seeing one or two more bidders 
on projects. Many contractors and subcontractors are favoring alternative delivery such as 
construction management/general contractor (CM/GC) and progressive design-build instead of 
more traditional design-bid-build and design-build. 

An analysis of nearly 400 construction bids of more than $1 million from 12 public agencies in 
Southern California over the past 6 years reveals that the typical number of bidders on projects 
ranges between five and six. The number of bidders over the past year has increased to six or 
seven. This is consistent with the market perceptions described in the previous paragraph. It 
should be noted that due to the relatively small number of projects out for bid in the past  
12 months, it is difficult to determine whether this accurately reflects current market conditions. 
In comparison, the number of bidders on Metro procurements has not increased over the past 
year, as it has for other agencies in the region.  

In the transportation megaproject arena, contractors are seeing minimal competition and are 
being selective about bidding on work with onerous terms. An executive at a top transportation 
contractor sees “very limited competition” on large projects and expects that it “will not change 
into the future.” At a recent earnings report, the executive stated, “We think all our margins will 
continue to trend up as we add more and more new work at higher margins.” Based on this, 
attracting competitive bids for complex transportation projects will require aggressive outreach by 
owners, who might want to consider splitting up large projects to increase the pool of bidders. 

Risks and costs are increasing for megaprojects, as previously noted, and developing accurate bid 
estimates of the actual costs has been difficult for both contractors and owners. Contractors are 
sensitive to these risks because many have suffered major losses on megaprojects. Depending on 
the risk share between the contractor and owner, contractors are pricing the risk exposure into 
their bids. 

 

 

“A number of [contractors] indicated that they are observing 
less competition for projects. Many firms appear to have 
reached their capacity limits, and therefore are not able to 
bid on significant numbers of projects.” 

Anirban Basu, ABC’s Chief Economist 
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Market Outlook  

The Dodge Momentum Index is a bellwether report for the construction industry because it 
gauges the initial planning of nonresidential projects and usually precedes actual construction 
spending by 12 months. Since hitting its 9-year low in January 2021, the Dodge Momentum Index 
hit a 12-year high in May 2021. The sharp swing appears to be driven by longer-term optimism 
about the country's overall progress against COVID-19, even with the short-term challenges of the 
construction industry's emerging recovery. As of July 2021, the index has fallen by 5% since May, 
but continues to show positive signs for growth in the construction industry in the coming years. 

This is consistent with anticipated construction spending and the three industry confidence 
indices previously described. Another data point, the FMI Construction Industry Round Table 
Report for the second quarter of 2021, shows strong optimism that recovery across most of the 
construction industry is underway or coming soon. Both FMI’s Sentiment Index and Design Index 
rose to record highs based on the growth in the overall U.S. economy and nonresidential 
construction resulting from the potential federal infrastructure bill.  

Another indicator of the health of the construction 
market is the backlog of contractors. Nearly two-thirds of 
ENR’s Top 400 Contractors reported higher or similar 
size backlog since the start of 2020.  

Of ENR’s top 20 contractors in the transportation sector, 
half of them have done work for or are currently working 
with Metro. All ten of the contractors have a 
transportation backlog of over $1 billion, with four 
exceeding $2.5 billion. The size of the backlog of Metro 
contractors shows that it is a contractor’s market in the 
transportation sector.  

Material prices are generally anticipated to normalize by 
the end of the year as supply chains ramp up production 
to pre-pandemic levels. Owners and contractors could 
also see costs come down if Congress provides tariff 
relief and eases trade relations for improved access 
to materials. 

The labor shortage continues to be the biggest hurdle for the construction industry. With the 
potential of a major federal infrastructure bill and the economy poised for further growth, finding 
workers to meet the demand will be difficult. The industry will need to prioritize recruiting, 
especially with women, who make up only 3% of the construction workforce. 

From a local market perspective, construction will be a growth industry in the region. Local public 
works and transportation entities within the counties of Los Angeles, Orange, Riverside, and 
San Bernardino still have a robust pipeline of capital projects from local sales tax measures that 
will likely be complemented by funding from a potential federal infrastructure bill. Approximately 
$90 billion in infrastructure projects is planned for construction within this decade. This is driven 
by several initiatives and programs such as SB-1, LA County’s Measure W, LA World Airports’ 
Airfield & Terminal Modernization Program, LA Department of Water and Power’s renewable 
energy and recycled water program, Metrolink’s SCORE program, and Virgin Train’s  
XpressWest project. 
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METRO IN THE MARKETPLACE  
AND THE PATH FORWARD  

Response to COVID-19 

The COVID-19 pandemic fundamentally disrupted nearly every element of daily life, and Metro 
was no exception. The following presents the responses taken to the challenges and opportunities 
during the COVID-19 pandemic related to construction market.  

COVID-19 Call to Action to Control Costs  

A call to action by Metro was put in place to maintain financial stability through the COVID-19 
crisis. The following actions were undertaken by Metro for sound fiscal stewardship: 

• Allowed major construction projects under executed contracts to continue as essential service  

• Projects not in construction were deferred, or required to reduce spending until the financial 
outlooked improved  

• Voluntary reduction of 2% in profit fees by contractors  

• Incentive package to staff for voluntary separation  

Although not in construction, work on the four pillar projects continued but with limited 
expenditures. As a result, it is anticipated the deferral and limited work during the 
pandemic for the four pillar projects and other projects not in construction will impact the 
Measure M schedule.  

Metro’s request to contractors for a voluntary 2% reduction in profit fees was widely accepted by 
the vast majority of Metro contractors. This cost savings action allowed Metro to better manage 
cash flow early in the pandemic. 

The incentive package offered to staff known as the Voluntary Separation Incentive Program 
(VSIP) resulted in the loss of many of Metro’s most experienced staff in construction, technical 
capability, and contractor negotiations. As part of the agency’s reorganization to reduce costs, at 
least 50% of the positions vacated due to the VSIP were permanently eliminated.  
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Street Closures Accelerate Construction  

The emergency order calling on residents to stay at home and limit travel to essential tasks, 
caused traffic congestion to disappear. Metro recognized the potential to expedite infrastructure 
projects while the region experienced this dramatic drop in traffic. Metro coordinated with the 
local jurisdictions to use full street closures for the Regional Connector, Crenshaw/LAX, and 
Westside Purple Line Extension projects to maintain and in some cases accelerate schedules.  

Mixed Results from Project Labor Agreement/Construction Career Policy and 
Female Participation  

There are 11 active construction projects with Project Labor Agreement/Construction Career 
Policy (PLA/CCP) program requirements. The following are the highlights of the PLA/CCP worker 
utilization data as of March 2021:  

• 9 of the 11 contractors met or exceeded the 40% Targeted Worker Goal  
• 5 of the 11 contractors met or exceeded the 20% Apprentice Worker Goal  
• 6 of the 11 contractors met or exceeded the 10% Disadvantaged Worker Goal  

Program-wide for both active and closed projects, the PLA work hours of total construction hours 
is 58% for targeted workers, 22% for apprentice workers, and 11% for disadvantaged workers.  

The average female participation on Metro construction projects is at 3.6% of total work hours, 
compared to less than 2% on other non-Metro public works construction projects in the region. 
Based on the December 2020 Metro Female Participation Scorecard, the majority of the 
contractors are receiving grades of C (3.1% to 4.5%) and F (0% to 1.5%). 

Worker utilization data on active construction projects provided for December 2019 and 
December 2020 was analyzed to see the potential influence COVID-19 may have had on 
disadvantaged workers. Results show a decrease of 3.4% for targeted workers and a decrease of 
2.0% in female participation from a year ago. Although further analysis is needed to fully 
understand the reasons for the decrease, likely the primary factor is impacts from COVID-19. 
Targeted workers are from economically disadvantaged communities, which had some of the 
highest number of COVID-19 cases and deaths in the county, who likely suffered from the virus 
and were unable to work. As previously mentioned, women were disproportionally affected, and 
many were burdened with full-time childcare while schools and daycare centers were closed. This 
likely caused some women in construction to drop out of the workforce. However, participation 
by apprentice workers and disadvantaged workers from the criminal justice systems increased by 
nearly double digits. 

The Creation of the Recovery Task Force 

In April 2020, Metro established a Recovery Task Force to respond to the COVID-19 pandemic. 
The task force’s mandate was to recommend actions that would address immediate, frontline 
safety concerns for Metro workers and riders; help the agency recover from the seismic impact of 
lost revenue; chart a course for an equitable economic recovery for LA County; and pursue 
“mobility without congestion” as the new normal. One resulting recommendation was to evaluate 
Metro’s major capital projects and best practices from across the industry to develop specific 
guidance for reducing future costs and gaining more cost certainty. 
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Response to Market Conditions  

Building up the Labor Pool  

Metro has continued to host quarterly meetings with job coordinators of the prime contractors to 
discuss best practices and identify outreach and recruitment opportunities. Metro is also helping 
female workers transition to other active or upcoming Metro projects as their current 
assignments near the end of construction.  

Another step that Metro has undertaken includes issuing notices to prime contractors that do not 
meet the female participation goals at 25%, 50%, and 75% project completion milestones. 
Adapting to the times, Metro has shifted to virtual platforms to continue outreach to 
community-based organizations, pre-apprenticeship schools, and building trades to promote and 
increase recruitment in the construction industry.  

WIN-LA 

Metro’s workforce development program, Workforce Initiative Now Los Angeles (WIN-LA), is 
helping address this challenge by increasing opportunities and creating career pathways in the 
transportation industry—including construction. 

WIN-LA is delivered through established regional partnerships between Metro, the Los Angeles 
Regional Community College Consortium, the Transportation Workforce Institute, and 
community-based organizations. Beyond providing needed resources for the training and 
placement of hard-to-fill positions within the transportation industry, WIN-LA collaborates with 
program partners to support areas such as life skills development, skill set enhancement, and 
educational attainment services.  

SEED School of Los Angeles County 

In October 2020, Metro, in partnership with LA County and the SEED Foundation, broke ground 
on the SEED School of Los Angeles County. This free boarding school offers vocational and 
college preparatory curriculum tailored to train approximately 400 high school students 
annually in the transportation industry. It aims to attract students from across the county who 
have been homeless, in foster care, or involved in the criminal justice system (and through the 
WIN-LA program).  

Early plans for the curriculum envision seven career tracks that include logistics, civics and public 
policy, and engineering and mechanics, along with classes that meet state curriculum 
requirements. After graduation, students could obtain work with Metro or other local contractors, 
or go to college to study engineering, architecture, or urban planning. 
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Implementing Alternative Delivery Methods 

Managing the delivery of megaprojects is extremely difficult. In the past, most megaprojects were 
awarded through low-bid design-bid-build or design-build contracts. Depending on the type and 
complexities of the projects, these delivery methods can be appropriate, but have a greater risk of 
cost overruns due to low-bid selections that do not account for the risk uncertainties and 
complexities of megaprojects.  

For these reasons, Metro has reassessed its project portfolio to confirm the most appropriate 
delivery strategies. Recently, several of its construction-ready projects were determined to be 
well-suited for alternative delivery methods not previously used by Metro. This includes 
progressive design-build for the Metro Orange Line Improvements, which is the first time 
Metro will be implementing this delivery method. It was also recently determined that the I-105 
ExpressLanes project would be delivered via CM/GC. 

Metro also made significant progress on the alternative delivery of two major projects: Sepulveda 
Transit Corridor and Link US. Metro awarded two predevelopment agreement contracts, the first 
in the transit industry in North America, for the Sepulveda Transit Corridor. Another milestone 
was reached this spring when Metro released the first RFP for CM/GC for the Link US project. 

Alternative delivery methods were chosen for these specific projects based on risk and complexity 
and to buck past megaproject trends. The use of alternative delivery methods for these 
megaprojects is intended to increase market-readiness, improve execution, and better  
control costs.  

Engaging in Robust Industry Outreach  

Metro has actively engaged contractors early and often regarding upcoming projects through 
market soundings and one-on-one meetings with contractors during the pre-solicitation stage, 
and by hosting industry forums. 

Adjusting to the social distancing and virtual settings, Metro has continued its robust contractor 
outreach for upcoming procurements. Metro participates in monthly meetings with AGC to help 
keep the industry up-to-date by sharing appropriate information such as project scope, timing, 
procurement and financial approach, and technical components. A couple of examples include: 

• Four Pillar Projects – Held a virtual event for the industry to meet with the Metro project 
managers and hear the latest on the four pillar projects 

• Link US – Held two virtual industry forums that had more than 1,100 attendees to provide 
insight into the CM/GC and support services procurements, and held one-on-one meetings 
with the potential CM/GC teams  

• I-105 ExpressLanes – Held two virtual events to provide details on the various procurement 
opportunities related to the project 
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Advantages of early contractor outreach include obtaining high-level feedback from the private 
sector prior to project procurement regarding project design, the delivery mechanism, public 
funding commitments, and feasibility; and determining if there is sufficient interest to proceed 
with the procurement or the need to modify the procurement approach. For example, one of the 
ideas generated during the early contractor outreach was the use of shared incentives to 
encourage project acceleration and this concept was incorporated into the Link US contract.  
The following are other success stories based on industry feedback. 

Responding to Industry Feedback: I-5 North County Capacity Enhancement  

Although Metro funds and designs highway projects, California Department of Transportation 
(Caltrans) typically leads the construction phase of highway projects. Since the passage of SB-1, 
Caltrans has been more reluctant to administer Metro highway construction projects because of 
their own backlog of projects. For the I-5 North County Capacity Enhancements project, Metro 
decided to lead the construction of the project instead of Caltrans. Listening to industry feedback 
and lessons learned from a previous Measure R project, Metro staff determined it would be best 
to use Caltrans-like contract language instead of Metro’s standard contract language. This change 
was applauded by the contracting community because the Caltrans contract language was widely 
used and accepted by the industry for highway projects. Based on the bid results, this is likely one 
of the reasons the bid average was below the estimate. 

Responding to Risk: Rail to Rail Active Transportation Corridor  

The initial delivery strategy for the Rail to Rail Active Transportation Corridor was to use a 
design-build approach. Design-build was initially the chosen delivery method to allow the 
contractor to advance the design from its conceptual level. However, the conceptual level design 
had too many unknowns and risks for contractors to bid on as a firm fixed price. Recognizing that 
the uncertainties of the project were being reflected in the bids, Metro changed the delivery 
method to design-bid-build. This allowed the design to be further defined and for risks such as 
stakeholder approvals and environmental site investigations to be managed. This gave Metro 
more cost certainty in the bids. 

Future Construction Market Projections  

The following provides details on the anticipated levels of Metro construction expenditures and 
the labor needed in the region and for Metro projects.  

Peak Construction Expenditures Pushed to 2026 

To forecast Metro’s annual construction expenditure for its projects, a model was developed to 
analyze available project data such as construction costs, anticipated construction start dates, 
and construction duration. The data was entered in an S-curve model to capture the cumulative 
progress of a project as construction activity typically begins slowly, ramps up in the middle, and 
then slows toward completion. 
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In the 2020 Construction Market Analysis, it was estimated that Metro construction expenditures 
would average approximately $2.9 billion per year leading up to the 2028 Olympic Games, with 
peak spending occurring in 2025. However, this estimate has been updated to reflect the latest 
project information and schedule updates. It now reveals that Metro construction expenditures 
will likely average $3.5 billion per year during this same period, with spending peaking a year later 
in 2026 at nearly $5 billion. The following figure details Metro’s forecasted capital expenditures by 
year. The change can be attributed to recent increases in the life-of-project budgets for several 
projects, and more parallelism in projects due to COVID-19-driven schedule delays.  

Forecast Continues to Show Prolonged Construction Labor Shortage  

As mentioned in the previous section, hiring construction workers continues to be a struggle for 
contractors in the current market and there is no sign that it will improve. This aligns with labor 
availability and needs projections based on data collected from the California Employment 
Development Department, the BLS, LAEDC, Dodge private development data, local agency 
capital expenditure plans, and Metro. Although speculative, this is based on a long-term 
economic analysis that provides a view into local construction employment conditions. It should 
be noted that it is standard for economists to forecast no more than 3 years in the future. This 
long-term forecast model serves a basis to further develop trends that will impact 
the implementation and completion of Metro’s projects.  

The results show that demand for construction jobs exceeds the available resources to fill these 
jobs. The construction industry is expected to sustain substantial growth and a need for 
construction labor in preparation for the 2028 Olympic Games along with significant 
investment in infrastructure and private development. After the Olympics, the construction 
industry will likely experience a slight decline as a localized market correction reflects the 
completion of Olympics-related construction activity. 
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It is estimated that the current labor shortage is approximately 1,000 construction workers, and it 
will continue to grow over the next 3 years while construction activity accelerates in the region as 
the economy recovers and grows. A major labor shortage will be felt when construction activity 
will be at the highest between 2024 and 2028 leading up to the Olympics, resulting in a shortage 
of approximately 19,000 to 28,000 people to fill construction jobs that peaks in 2026. 

One potential strategy for reducing the pressures from the labor shortage is incorporating more 
precast, preassembled methods in construction. This approach essentially takes the work to 
where the workforce is by fabricating project components at offsite locations. This could provide 
several benefits such as lessening the stresses of the labor shortage, shortening project 
schedules, and providing more competitive bids. 
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In comparison, the estimated construction labor required to support Metro projects ranges from 
12,000 to 25,000 workers between 2022 and 2028. The projected labor shortage across the region 
could significantly hamper Metro’s ability to complete construction on time and within budget.  

This projected construction labor shortage as well as the estimated duration of the shortage is 
variable and will be affected by market conditions, such as: 

• Economic volatility 
• Unforeseen events (such as national policy decisions and black swan events) 
• Natural and environmental disasters 
• Population growth 

Therefore, these conditions must be routinely monitored to detect either positive or negative 
impacts on the projected labor shortage. Regular updates to the findings in this report 
are prudent. 

What Does this Mean for Metro?  

Metro has responded appropriately to the COVID-19 pandemic and resulting market conditions. 
Over the next several years, Metro can expect a construction boom and should position itself to 
be out in front of the market. The following recommendations provide ideas and suggestions for 
how Metro can do that with a focus on the three goals identified in this report: be the owner of 
choice, increase the labor pool, and control construction costs. 

Be the Owner of Choice 

For the foreseeable future leading to the 2028, LA will continue to be a hot spot for construction 
activity and spending. Contractors will continue to have options as to which owners, both public 
and private, they want to work with.  

Contractors have indicated that owners with a partnering mentality will be the owners of choice. 
Contractors view these as owners who help resolve issues, appropriately share the risk of 
unforeseen conditions, are flexible about changes, and proactive with approvals. Metro’s ability to 
embrace this kind of partnering will establish Metro’s reputation as an owner of choice. Metro will 
have more bidders and see more competitive prices, and work with more cooperative contractors 
that complete projects on time. 
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Examples of owner-driven partnership include stipends and incentives, as well as the allocation of 
risks to the partner best able to control them. Partnership also extends to the procurement phase. 
Some examples of partnership in this phase include shortlists of no more than three and 
coordinating bid due dates to not conflict with other major regional bids. 

• Recommendation: Embrace partnering on all levels of engagement with contractors to build a 
reputation as an owner of choice.  

In addition, Metro will be competing with other local agencies for the same resources and 
likewise wants to build a reputation as being an owner of choice by contractors. With 
approximately $90 billion of construction projects in the region scheduled for this decade, 
contractors will select owners with more contractor-friendly terms and conditions.  

• Recommendation: Review and revise standard contract terms and conditions to be more 
attractive to bidders. 

Not only do local agencies programs provide competition, but the sheer size of Metro’s capital 
program also creates its own market. The biggest competition for resources will come from 
Metro among individual projects. For example, five of the eight prime contractors on Metro’s 
megaprojects in construction are currently delivering two or more Metro contracts. One prime 
contractor will soon be delivering five construction contracts for Metro. As mentioned previously, 
half of ENR’s top 20 contractors in the transportation sector have not worked with Metro. There is 
a window of opportunity to proactively engage with some of these top contractors and encourage 
them to pursue work with Metro. It is recommended that an independent third party conduct this 
in order to encourage candid feedback and assure contractors that their honest input will not 
jeopardize future work with Metro.  

• Recommendation: Conduct outreach to top-tier contractors who have not previously worked 
with Metro.  

Increase the Labor Pool  

Metro has long recognized the need to build and train a diverse, inspired, and competent 
workforce to support the robust portfolio of projects resulting from Measure M. Over the past few 
years, Metro has made significant strides in developing a diverse labor pool and embarked on 
bold strategies to develop the next workforce generation.  

Across the industry, Metro and the private sector offered incentives for early retirement as a 
strategy to reduce costs during the COVID-19 impacts. Many of the industry’s top talent took the 
early retirement incentives, including many Metro employees. This has created a major talent gap 
that will only be harder to fill with the continued labor shortage.  

• Recommendation: Fill the talent gap that resulted from the VSIP and develop 
training programs.  
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The potential infrastructure bill from Congress will likely include provisions for local hire 
incentives or policies for federally funded projects. This is one of many strategies that can 
increase the labor pool and bring in new talent to offset the ongoing workforce shortage in the 
construction industry. It will be crucial for Metro to be a key player in the local hiring program, 
and not rely solely on contractors to fulfill the requirements. Metro’s WIN-LA is well-suited to play 
a pivotal role in being a conduit for contractors to hire trained, local talent. 

• Recommendation: Expand the scope and reach of the WIN-LA program to support 
contractors in hiring local talent.  

As noted, one of the region’s top challenges is housing affordability. This has been a major barrier 
to attracting talent to the region. Metro will need to consider innovative ways to house the 
workforce needed to build future projects.  

• Recommendation: Allocate a small percentage of units in Metro joint development projects 
for craft labor working on Metro projects. 

• Recommendation: Build temporary dormitory housing on laydown/staging sites for 
Metro projects.  

Control Construction Costs  

Across the nation and the world there has been a noticeable increase in rail project costs. Rail 
projects by their very nature are complex undertakings, while satisfying numerous technical, 
regulatory, and societal requirements. As a result of these reasons and many others, the costs 
add up and result in more expensive projects. 

In February 2020, Metro Program Management prepared a presentation titled “Why Do Rail 
Transit Projects Cost So Much?” This presentation attempted to address this question by 
identifying 21 cost drivers. These 21 cost drivers have been prioritized and are currently being 
examined for opportunities to apply industry best practices for control measures. 

The current fluctuation in material costs is likely to be in the short term and costs are expected to 
normalize once the economy is on firmer footing. However, changes in the economy and world 
events could cause future swings. With Metro’s construction expenditures kicking into high gear 
before the 2028 Olympic Games, preparation for the future should look to lessons learned by 
previous host cities. For example, China experienced a construction boom in the lead up to the 
2008 Olympic Games in Beijing. This caused the cost of steel to rise dramatically around the 
world. Based on the anticipated construction expenditures in the region and rush to complete 
infrastructure projects before the 2028 Olympic Games, Metro should expect to see similar 
increases in material costs. 

• Recommendation: Develop specifications that can be flexible to allow for price swings in 
different materials.  

• Recommendation: Develop a list of approved material substitutes that can be used in the 
event of fluctuations in the cost of traditional materials. 

• Recommendation: Shorten review times between the submittal of bids and award to prevent 
future fluctuations in material costs between the time of bid submittal and notice to proceed.  
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Metro typically sees three to four bidders based on previous bids analyzed. This is below the 
general average for local agencies of five to six bidders and the recent trend of six to seven bidders 
over the past year. As noted previously, the number of the bidders is a common indicator of how 
competitive bids will be on a project. Historically, one or two more bidders can create a 10% to 
25% price difference among the bids. It is reasonable to expect that Metro will see more 
competitive bids just from an increase in the number of bidders. Conducting outreach to 
contractors not currently working at Metro could help attract more bidders on future 
construction procurements. 

Summary of Recommendations  

These recommendations are intended to help mitigate the rising costs of megaproject 
construction and increase the number of contractors and the depth of craft and management 
resources available to build Metro projects. They focus on positioning Metro as the owner of 
choice for potential bidders who continue to be risk-adverse and have a strong backlog. 

The following table is a summary of the recommendations presented in this report based on the 
current market conditions and analysis. 

 

Recommendations 
Be the Owner 

of Choice 
Increase the 
Labor Pool 

Control 
Construction 

Costs 

Embrace partnering on all levels of engagement with contractors to 
build a reputation as an owner of choice    
Review and revise standard contract terms and conditions to be more 
attractive to bidders    
Conduct outreach to top-tier contractors who have not previously 
worked with Metro    
Fill the talent gap resulting from the VSIP and develop training programs    
Expand the scope and reach of the WIN-LA program to support 
contractors in hiring local talent    
Allocate a small percentage of units in Metro joint development projects 
to craft labor working on Metro projects    
Build temporary dormitory housing on laydown/staging sites for 
Metro projects    
Develop specifications that can be flexible to allow for price swings in 
different materials    
Develop a list of approved material substitutes that can be used in the 
event of fluctuations in the cost of traditional materials    
Shorten bid review times to limit the chance of fluctuations in material 
prices between the bid submittal and notice to proceed    
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NOTES AND REFERENCES  

Acronyms and Abbreviations  

ABC Associated Builders and Contractors 
AGC Associated General Contractors of America 
APTA American Public Transportation Association  
ARTBA American Road and Transportation Builders Association 
B Billion 
BLS U.S. Bureau of Labor Statistics 
CBO Congressional Budget Office 
CA California  
Caltrans California Department of Transportation 
CM/GC Construction Management/General Contractor 
Dodge Dodge Data and Analytics 
DOT Department of Transportation 
ENR Engineering News-Record 
FMI Fails Management Institute 
GDP Gross Domestic Product 
LA Los Angeles 
LAEDC Los Angeles Economy Development Corporation 
M Million 
Metro Los Angeles County Metropolitan Transportation Authority 
PLA/CCP Project Labor Agreement/Construction Career Policy 
PPI Producer Price Index 
Q Quarter 
RLB Rider Levett Bucknall 
UCLA University of California, Los Angeles 
VISP Voluntary Separation Incentive Program 
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OVERVIEW OF THE 2021 UPDATE

• Economic conditions 

• State of the construction industry

• Metro in the marketplace 
• Be the owner of choice 

• Increase the labor pool 

• Control construction costs 

• Forecast of construction 
expenditures and labor needs 

• Recommendations
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ROAD TO RECOVERY: ECONOMIC CONDITIONS 

• National economy projected to 
recover faster than after the Great 
Recession

• California to have a “euphoric” 
recovery

• Los Angeles has the second most 
cranes in North America

• Recovery tied to vaccination, 
increasing material supply, and 
improved logistics
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STATE OF THE CONSTRUCTION 
INDUSTRY 

• Construction labor shortage persists 

• Construction costs outpacing the market 

• Fluctuating material costs 

• Optimistic outlook for future activity and 
spending 

• Contractors’ market 
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WHAT ARE 
CONTRACTORS 
SAYING?
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• Contractors are concerned 
about hiring staff

• Consequences of the labor 
shortage include
• Overworked staff

• Schedule delays

• Higher bids 

• Turning down work 



SOARING MATERIAL COSTS WILL NORMALIZE
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METRO IN THE MARKETPLACE 

• Be the owner of choice
• Attract more bidders

• Alternative delivery 

• Increase the labor pool
• WIN-LA

• SEED School of LA County 

• Control construction costs 
• Identified 21 cost drivers

• Examining Metro capital projects 
and industry best practices to 
develop cost reduction strategies

L O S  A N G E L E S  C O N S T R U C T I O N  M A R K E T  A N A L Y S I S  2 0 2 1 7



FORECAST OF EXPENDITURE AND LABOR NEEDS  

• Metro’s peak construction expenditure at nearly $5 billion occurring in 2026 

• Peak labor shortage in the region to occur in 2026 
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ESTIMATED CONSTRUCTION LABOR PROJECTIONS METRO CONSTRUCTION EXPENDITURE PER YEAR



RECOMMENDATIONS 
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Recommendations
Be the Owner 

of Choice
Increase the Labor 

Pool
Control Construction 

Costs

Embrace partnering on all levels of engagement with contractors to build a 
reputation as an owner of choice ✓

Review and revise standard contract terms and conditions to be more 
attractive to bidders ✓

Conduct outreach to top-tier contractors who have not previously worked 
with Metro ✓ ✓

Fill the talent gap resulting from the Voluntary Separation Incentive Program 
and develop training programs ✓

Expand the scope and reach of the Workforce Initiative Now-Los Angeles 
program to support contractors in hiring local talent ✓ ✓



RECOMMENDATIONS 
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Recommendations
Be the Owner 

of Choice
Increase the Labor 

Pool
Control Construction 

Costs

Allocate a small percentage of units in Metro joint development projects for 
craft labor working on Metro projects ✓

Build temporary dormitory housing on laydown/staging sites for 
Metro projects ✓

Develop specifications that can be flexible to allow for price swings in 
different materials ✓

Develop a list of approved material substitutes that can be used in the event 
of fluctuations in the cost of materials ✓

Shorten bid review times to limit the chance of fluctuations in material prices 
between the time of bid submittal and notice to proceed ✓ ✓


