PNC Economics Research

1 September 2026

Al Buildouts Lift Construction Spending in

July; Residential Remains a Drag
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» Total construction spending fell 0.5% in July. Spending has been down in four

of the first seven months in 2026.

* Residential construction remained a drag in July.
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*= Al-related infrastructure buildouts continued to support overall construction
spending in July, driving a sharp increase in office construction.

* Private power construction spending will likely overtake manufacturing as
the largest private construction spending soon. Meanwhile, manufacturing
remained the primary drag on construction spending, both on the month

and compared with a year earlier.

* Public construction spending pulled back slightly in July after setting another

record.

= Downside risks dominate as trade, mortgage rates and geopolitical

uncertainty remain elevated.

Details

U.S. total construction spending fell 0.5% in July to
$2.158 trillion at a seasonally-adjusted annualized
rate, from $2.168 trillion (upwardly revised from
$2.167 trillion) in June (Figure 1). Construction
spending has weakened in 2026, declining in four of
the first seven months and little changed in two
months. Overall, spending remains on a downward
trajectory from its early 2025 peak. On a year-over-
year basis, total construction spending fell 3.8% in
July, a larger annual drop than in June (down 3.1%)
and May (down 3.4%).

Residential construction remained a drag in July,
down 1.3% on the month, while total nonresidential
construction spending rose 0.1%. Specifically,

private new single-family construction spending
dropped for a third straight month in July, falling
3.2%. On a vyear-over-year basis, single-family
construction spending fell 6.5%. New multifamily
construction spending increased 0.2%. Despite the
monthly rebound from last month, multifamily
construction spending declined 0.9%.

Private nonresidential construction spending rose
0.4% in July (Figure 2), with a sharp increase in office
(up 3.3%). Data centers are included in office
construction and are driving the gains; office
construction excluding data centers is down 36%
since the beginning of the pandemic, and 1% from
a vyear earlier. Reflecting ongoing Al-related
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infrastructure buildouts, private power construction
spending rose a solid 0.5% in July. Notably, the gap
between private manufacturing construction
spending and power is narrowing, putting power on
track to become the largest private construction
category by late 2026 (Figure 3). Private commercial
spending is continuing its downward trend after a
brief improvement in early 2026.

Manufacturing, currently the largest component of
private nonresidential spending, continued to
decline quickly, down 0.8% month-on-month and
22% year-over-year in July; this reflects a pullback
from large-scale projects that previously received
support from the CHIPS and Science Act and the
Inflation Reduction Act. Overall, total private
nonresidential construction spending declined 5.5%
compared to a year earlier, with sharp drops in
manufacturing and continued weakness in the
commercial, education, and health care sectors.

Public construction spending reached a record high
in June and pulled back slightly in July, to $543.4
billion. This was up 1.7% from a year earlier, as
highway and street construction, the largest
category, rose more than 4% year-over-year
despite a small monthly retreat. Educational
construction spending fell slightly, and
transportation spending, the third-largest category,
also pulled back temporarily in July after rising for
five consecutive months.

Looking ahead, public construction spending,
particularly under the Department of
Transportation, is expected to continue rising over
the next year. As of June 2026, less than 50% of
funding from the Infrastructure Investment and
Jobs Act had been disbursed, although
approximately 74% had been obligated, suggesting
a substantial pipeline of projects yet to be
completed. Higher input costs and uncertainty
surrounding global energy markets, including risks
related to the Strait of Hormuz, are likely to keep
manufacturers cautious about new investment,
especially as they scale back from large-scale
projects initiated with federal support in 2022 and
2023. Private nonresidential construction spending
is expected to increase modestly in 2026, with
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technology-related investment accounting for much
of the growth.

Cautious consumer sentiment and poor housing
affordability are expected to weigh on homebuying
activity and single-family construction in the near
term. Mortgage rates have edged higher in 2026 and
currently stand at approximately 6.7% for a 30-year
fixed-rate mortgage. PNC expects mortgage rates
to remain above 6% through the remainder of the
year. Looking further ahead, a stabilizing labor
market, continued wage growth, and easing
inflation should support modest improvements in
housing affordability and residential construction.
However, elevated energy prices and renewed
tariff tensions with Canada, the United States'
second-largest trading partner, pose downside risks
to consumer spending and households' ability to
save for down payments.

Figure 1: U.S. construction spending (tn, SAAR)
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Figure 2: Private construction spending by type (tn,
SAAR)
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Figure 3: Private construction spending by type (bin,

SAAR)
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Disclosures

The material presented and the views expressed herein are of a general nature and do not constitute the provision of
investment or economic advice to any person, or a recommendation of any particular securities, financial instruments,
strategies or banking services. Opinions and forecasts expressed herein are subject to change without notice. Relevant
information was obtained from sources deemed reliable. Such information is not guaranteed as to its accuracy. You should
seek the advice of an investment professional to tailor a financial plan to your needs.

Forward-looking statements are necessarily subject to numerous assumptions, risks and uncertainties, which change over
time. Future events or circumstances may change our outlook and may also affect the nature of the assumptions, risks and
uncertainties to which our forward-looking statements are subject. Forward-looking statements speak only as of the date
made. We do not assume any duty and do not undertake any obligation to update forward-looking statements. Actual
results or future events could differ, possibly materially, from those anticipated in forward-looking statements, as well as
from historical performance. As a result, we caution against placing undue reliance on any forward-looking statements.

“PNC” is a registered mark of The PNC Financial Services Group, Inc.

© 2026 The PNC Financial Services Group, Inc. All rights reserved.
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