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December2015
Housing Scorecard

M/M YIY
Housing Starts 2 2.5% & 6.4%
Single-Family Starts 2 3.3% 2 6.1%
Housing Permits 2 3.9% e 14.4%
Housing Completions & 5.6% e 71.9%
New Single-Family House Sales 2 10.8% e 9.9%
Existing House Sales (NAR®) xe 14.7% e 1.7%
Private Residential Construction Spending e 0.9% e 8.1%
Single-Family Construction Spending e 1.0% 2 8.7%

M/M = month -over-month; Y/Y =year-over-year

Source: U.SDepartment o€EommerceConstruction ; National Association of Realt®(sIAR®) Return TOC



Housing Data

December November Dec. 2014
Total permits* 1,232,000 1,282,000 1,077,000
Singlefamily permits 740,000 727,000 685,000
Multi-family 2-4 unit permits 37,000 29.000 24.000
Multi-f ami Iy O 5 wunit psspovi ts 526000 368,000
Total starts 1,149,000 1,179,000 1,080,000
Singlefamily starts 768,000 794,000 724,000
Multi -family 2-4 unit starts** 16,000 7,000 20,000
Muli-f ami 'y O 5 wunit 85800t S 378,000 336,000
Total completions 1,013,000 959,000 939,000
Singlefamily completions 696,000 640,000 665,000
Multi-family 2-4 unit completions** 10,000 13,000 6,000
Multi-f ami Iy O 5 unit asppaop! et i308090 268,000

* All data are presented at a seasonally adjusted annual rate (SAAR

** US DOC does not repo-4 multi-family startsand completions directlyhis is an estimation
Source: U.S. Department of Commef@enstruction: www.census.gov/construction/nrc/pdf/newresconst.pdf; 01/20/16
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Housing Data

December November Dec. 2014
New singlefamily sales 544,000 491,000 495,000
Median price $288,900 $297,000 $302,800
Existing sale3 5,460,000 4,760,000 5,069,638
Median price $224,100 $220,300 $208,200
Private ResidentiaConstruction $429.6 billion  $425.8 billion $397.4 billion
SF construction $231.3 billion  $229.0 billion $212.8 billion
MF construction $52.8 billion $51.4 billion $47.2 billion
Improvement construction $145.5 billion  $145.4 billion $137.4 billion
aNAR®

bTheUS DOC does not report improvements directly, this is an estimation. All data is SAAR and is reported in nominal US$.

Sources:

NAR® www.realtor.org/topics/existinpomesales; 01/22/16
U.S. Department of Commer&@onstruction: www.census.gov/construction/nrs/pdf/newressales.pdf; 01/27/16
U.S. Department of Commerg&30Construction:www.census.gov/construction/c30/pdf/privsa.pdf; 02/01/16
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Conclusions

December's housing data is a mixed bagtal starts down by 2.5% (m/m), single family
homes down by 3.3%, and permits down by 3.9%. However, completions were up by 5
(m/m) and existing home sales were up by 14.7% from November's data. First time buy
still at 32%, well below the more typical 40% and household formation remains below tr
as well. Multi family housing still strong with 34% of total and rents still increasing, there
further strengthening the importance of multi family construction.

With thereal unemployment raia the U.S. at 10.3% (16 million individuals unemployed,
stopped locking, or work patime) and household income growth nonexistent or negative
it's hard to envision a scenario where the U.S. housing market returns to "normal" anytil
soon. A strengthening Dollar and slowing economiesin China, Europe, and many othel
countries around the globe, numerous negative miactors endangerirg robustousing
recovery exist:

1) A constrained quantity of wefppaying jobs being created,;

2) atepid economy;

3) decliningreal median annual househahdtomes;

4) stricthome loan lendingtandard$ though loosening with new programs; and
5) slowing world economy; and

6) global uncertainty
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November 2015
EU Housing Scorecard

M/M YIY
Productionin Construction# EU 28 20.7%° ® 2.19%
EU 18 20.8%5 e 1.9%
Germany e 1.8% e 2.2%
France & 0.2% 2 0.9%
UK 0.0%P ® 0.1%
Spain 2 1.39 2 1.29%
Building permits (m 2floor) A EU 28
EU 18 € 4.3%10 2 14.5010
Germany £ 2.8%° ® 8.6%
France 2 1.2 ae 23.8%°
UK
Spain 2 11.610) oe 73.3:(10)

M/M = month -over-month; Y/Y =year-over-year

Source: Eurostathttp://ec.europa.eu/eurostat/web/skermm-businessstatistics/data/maitables;
02/03/16)
A see http://ec.europa.eu/eurostativeb/sham-businessstatistics/overview/stm-brief Return TOC

eEEHEAA FaSIENT A ciEEEethima tA R ravicin n al=mmn n datara viailaiRldL 0 et A h SiEsss



Housing comments T December 2015 data

- December totals were down 2.5% (to 1.149 million, annual rate) - SF at
768,000, down 3.3% (SAAR) i MF still 34% of total

- Multi family still the driver i rental prices still increasing i single family sales
remain relatively low and this has big impact on wood product prices.

- Economic issues - slowing world economy (China GDP slowest in past 8
years). China slowdown plus currency devaluation will drive commodity prices
lower, and rekindle deflation concerns around the world.

- Increasing geopolitical risk and continued domestic/Washington gridlock -
causes uncertainty which leads to less investment which leads to slower
productivity growth, and ultimately to slower GDP growth and lower standard of
living!

- Job market is improving, albeit slowly, and wage gains remain weak.

The real unemployment rate remains high at 10.3%. This equates

to about 16 million people who are either unemployed, stopped looking,

or are working part time because they ca
in the job market will keep wage gains modest for some time.

- Income growth in U.S. remains pathetic i latest Census report shows real
iIncomes fell again in 2014. This suggests to me that housing will remain
sub par for sometimei many 1stt i me buyer s just canodot e

- World GDP growth outlook is shaky at best i main problem today is the
slowdown in China which has been the major economic engine over the
past 8 years. European growth is expected to be relatively weak while back
here in USA, growth will probably remain below par (~ 2%) for some time.
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The Fed raised interest rates 1 finally - in December. And, they said

further increases will probably be gradual in 2016 and beyond. However, with
current problems with falling oil prices and world stock markets, | expect the
FED will delay any further rate hikes for several months at least. Plus, there
IS no sign of inflation, anywhere, except equity markets.

Here are some thoughts:

The dollar will continue to strengthen, and commodity

prices will fall further as most are priced in US$. World demand is relatively
weak with problems in China expected to worsen. Europe remains weak,

and the commodity currency countries (e.g., Canada, Australia, ..) will

face even more economic headwinds. As far as housing goes, modestly higher
rates should not hurt housing too much. As we have discussed many times
before, income and job growth is the key to any substantial housing recovery.
On that score, income growth is non existent (real $) for past 25 years, and
the job market still has problems. 30% of jobs created in past 8 years

have been part time with few if any benefits. Furthermore, credit remains
tough for many potential 15t time buyers. Big problem today is lack of
confidence by our business leaders T e.g., spending on stock buybacks has
increased 200% since 2009 - i.e., they are not investing for the future!

ReturnTOC



The global economy is losing steam (WSJ Jan 20, J. Hilsenrath) i monetary
pol i cy i n USA, Europe, ¢é has fAreached i
i n USA and el sewhere. Wedve had credi-t
the past 6 - 7 years with questionable success. Now, we have huge debts that
will eventually have to be paid off.

Long term issues like aging populations and slower productivity growth mean
weak GDP growth and lower standard of living in many parts of the world.
Solutionsinclude tax reform, infrastructure investment, R&D, ..

We desperately need innovation and more risk taking to create products and
services desired by the marketplace.

This wonodét happen withiout strong | eadei
which is lacking in the USA, Europe, and elsewhere.

ltisgoingt o be tough for housing to I mpr ovVc¢

economic environment! That means wood product
prices will remain subdued.
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A few comments re: recent terrorism

The current administration has misjudged ISIS/ISIL/whatever, from the beginning.

| f this is the AJV teamo, | woul d hat e
Latest attacks I n Paris, Africa, Cal i f ol
that the worl dbébs response I s not working
the current administration suggests. Whether we like it or not, the world needs

anfworl d policemano and the only country

| Om tired of war as are most Ameri cans,
Isolationist. If we continue down that path, terrorism will only increase.

We need leadership today more than ever. A strong leader gives people
confidencein the futurei we dono6t have that today 1 n
parts of the world for that matter). Confidence is a must if we are going to invest
in our future T without confidence, we drift as a country and as a people.

What has this got to do with housing you ask? If we continue the current course,
world economic growth will continue to weaken, U.S. growth will barely reach 2%,

and U.S. housing will remain below trend. And, wood prices will continueto
languish.
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Main problem with U.S. economy (and world) is weak
demand and low interest rates are not the answer 1
see next slide for more analysis

Fed doesndt k nandithexhrnt crdp of palitcians

is disappointing 7 hopefully, someone will emerge from the

political debates with credible ideas and the ability to

communicate a strategy for addressing the serious problems

facing our country. Ot her wi se, webre 1in
weak economic growth, and that means weak housing, job

creation, lower standard of living, and sad sack wood prices.

Productivity is a problem for U.S. economy i and jobs miss match

IS one reason for low productivity - there are jobs out there, but many
people lack the necessary skill set. Solution - - education and
infrastructure investment. Difficult to solve these problems

due to student debt issues and government debt approaching

18 trillion $. Many analysts expect U.S. economy to remain

weak with GDP averaging about 2% over next several years.
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ACheap money al one canaditl nfdiixa & sh eC emotrrl adl6 sB aencko n o n

Governoriieconomies need to be more innovative
My opinioni gutsy leadershipmissing here in USA, Europe, Canada, and rest of
Developedworld! Currentpollsin US and elsewhere indicate many voters

are disgusted with current crop of politicians, and for good reason.

Serial Disappointments

Despite central banks injecting $8 trillion into the global economy,
world growth has persistently fallen short of expectations as
governments failed to raise long-term potential growth.

Average economic growth, 2011-2014
INMF projections from April, 2010 /1D
Actual values ( =)

Wworild

Advanced economies
Eurozone
Emerging markets
Brazil

Canada

China

India

Japan

Russia

U.K.

U.s.

o026 525 1096
Both the Fed and the INMF have had to repeatedly revise dowvwn their
forecasts for thhe U.S. and thhe global econmnomiies, respectivelyv.
Fed U.S. growth forecasts™ IMF world growth forecasts™™
526
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“Forecasts by members of the Federal Open Market Committee center on these ranges.

Sources: WS calculations and IMF data (growth); Federal Reserve, IMF (forecasts)
THIIE WAILIL. STRIEET JOURNAIT..

Source: WSJ (

. prc

)
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Future world GDP growth i studies in wsj and elsewhere suggest
that demographic shifts will slow growth T main reason is slower population growth
rates in many parts of theworld T US A ; Eur ope; Russi a; Chi na;

Bottom linei s| ower worl d demand growth and this ¢
we get more creative with immigration reform. That will be difficult with increasing
Terrorism concerns.

And, we need to get more <crea
Issues. E.g., iInnovation and investment to create

new products 1 this requires tax reform, less

regqgul ati on, | ess government,

SeeGreglp, WSJ Ademographic destinyo WSJ 2050
( )
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Rental demand versus single family housing ---

Rental demand may continue to
increase for some time 1 arecent study by the Urban Institute suggests

it may continue for another decade or two
( )

Why - - demographics; growing minority population; student debt; weak

Il ncome growt h; é. E. g. , mi norities (nonwhit
over the next 10 years, and 85% during 2020- 2030 (see next slide). They are

less likely to own homes (lower incomes is main reason), so home ownership

continues to fall toward 60% by 2030. During this time, rental demand will

increase dramatically. Although this is just one study, it provides food for thought.

One potential question with the study, however, is that other studies show that

although immigrants, for example, rent initially, but, over time they purchase

homes at arate equal to or higher than native born Americans. Why? People

come to the U.S. to improve quality of life, and for most, this means

homeownership. This suggests that the U.S. has to find solutions to

I mmi gration issues |i ke Alll egal Il mmi grant so
iImmigration. This country was founded by immigrants seeking a better life, and they are
key to our future. And, incomes for all Minorities has to improve if home ownership is to

return to figood old dayso
( )

Anyway, this has potential implications for home ownership; single family
construction; and demand for wood products i lots of variables and scenarios.
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Rental vacancy rates lowest in 20 years
Falling rental vacancy rates will drive rental prices higher
and this will drive multi family constructioni Economics 101

Fizure
Percent (Quarterly Rental and Homeowner Vacancy Rates for the United States, 199
12
11

52015 Recesson

Rertal Vacancy Rate

Hom eownier V acancy Rate

1995 1997 1995 2001 2003 20035 2007 2009 2011 2013

Source; Census ( )
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Increasing rents will slow housing starts - -
makes it more difficult for renters to save for down payment for house purchase

Fioure 2

Median Asking Rent for Vacant for Rent Units, 1995-2015
ars (F) (. Actual Dﬁllﬂlh:l Eecession

o Fara I TaTaty] [t [y, | [ - - e
15499 2001 20079 2005 2007 20049 2011 2013

Source: Census : ( )
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Household formations are up, but most are renting, and, in the past decade,
rent payments exceeded mortgage paymentsi but , most candt get a
due to poor credit or canotiwcouseirclenough for

Pricier Pads

Since the housing bust, nevw household formation has consistently come
from renters rather than owners...

Change in the number of U.S. households since the end of 2000
10 million Renter-occupied

8 e Recessions

S
a
2 Owner-occupied
O

=

2001 ‘O5 I'lO
...and the climbing demand has made rents less affordable.
Median shelter costs as a share of median household income, nationwide

Rent payvments
30.0% in Q1

Recessions Mortgage pavments”™
14.6%2 in Q1

T T Ll

2001 |10

“Assuming a 30-year fixed-rate mortgage with a 20% down payment; includes only principal and
interest, not property tax or other homeownership costs.

Source: Census Bureau (households); Zillow (affordability) THE WALIL STREET JOURNAIL.

Source: WSJ (
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Multi family share of housing starts T upward trend expected to continue for
some time. Also, since the housing crash in 2008,

single family rentals have now reached 13% of overall housing stock, up from
9% in 2005 )
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Low new home inventory drives prices higher
and out of reach to most 15t time buyers

Months'
supply

The amount of time
it would take, in
months, to sell the
stock of newly-built
homes available for
sale at the current
sales pace. The
Mational Association
of Realtors
considers a
six-month supply to
be a balanced

market.

tonths' supply of newly-built homes for the past 10 vears

Recession
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Employment situation - our biggest problem i stuck near 200,000, and many
of these jobs are part time with little or no benefits i not conducive to
driving housing demand higher

Net change in non farm payrolls T monthly, thousands
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Another problem (like we need more) for housing is labor shortages - - -
Fewer immigrants from Mexico, plus aging demographics with native born
Americans suggest that construction costs will increase driving prices higher
And slowing home construction

A Drop in Construction Workers From Mexico

Mexican-born workers in U.S. construction, as defined by the Commerce Department's
Current Population Survey
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Nearly 700,000 fewer construction workers today compared
with 2007 i will mean construction delays and higher costs

Help Wanted

Home builders have been plagued by a skills mismatch, with openings outpacing hires in recent years,
hile construction workers’ earnings have slowly climbed back to the overall average.

hange in openings and hires in construction Change in hourly earnings and employment
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Another reason why job picture not so good i job creation by businesses
is down significantly in past 7 7 8 years. Less innovation and risk taking

is part of problem. My opinion i this is due to uncertainty and lack of confidence
in the future direction of the country/economy.

Again T lack of leadership from White House and Congress

Less Dynamic Decade

The change in job creation due to business openings and job losses due to business
closings from the level in the first quarter of 2005.

== Job Gains from Openings  ====Job Losses from Closings

5%
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Some good news re: housing i lower foreclosures will support healthier
pricing as more distressed homes are kept off the market - also helps
existing mortgage holders refinance into better rates, and underwater

mortgages are down (13.4% today vs 16.9% a year ago)
( )

Fading Foreclosure Crisis

The percentage of mortgages entering foreclosure is at its lowest level since 2005.

- Foreclosure Starts Rate
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Unemployment rate keeps coming downi but, nearly 7 million remain
Aunder e mpil woskieg part time, but want full time jobs

**There are about 16 million people either unemployed, underemployed, or stopped
LookingT Key reason why wage increases are stagnant!

18.0%
The real unemployment rate - - 9.9%
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16.0% PEOP )
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Closer | ook at nr eflthinguatee mpl oy ment r a
improving, but we really need stronger earnings growth

Source: WSJ ( )
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