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June 2014
Housing Scorecard

M/M Y/Y
Housing Starts# v 9.3% A 7.5%
Single-Family Starts4 vV9.0% vV 4.3%
Housing Permits4 V4.2% A 2.7%
Housing Completions# v12.0% A 3.4%
New Single-Family House Sales® v 8.1% V11.5%
Existing House Sales® A0.2% vV 2.3%
Private Residential Construction Spending4 v0.3% A7.4%
Single-Family Construction Spending# V1.4% A8.5%

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

Source: AU.S. Department of Commerce-Construction ; B National Association of Realtors® (NAR®)



New Housing Starts

Single- Multi-Family Multi-Family

Total Family 2-4 unit 5 or more unit
Starts* Starts Starts Starts
June 893,000 575,000 13,000 305,000
May 985,000 632,000 9,000 344,000
2013 831,000 601,000 11,000 219,000
M/M change -9.3% -9.0% 44.4% -11.3%
Y/Y change 7.5% -4.3% 18.2% 39.3%

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

Source: U.S. Department of Commerce-Construction: www.census.gov/construction/nrc/pdf/newresconst.pdf
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New Housing Permits and Completions

Multi-Family  Multi-Family

Total Single-Family 2-4 unit 5 or more unit
Permits” Permits Permits Permits
June 963,000 631,000 31,000 301,000
May 1,005,000 615,000 27,000 363,000
2013 938,000 627,000 29,000 282,000
M/M change -4.2% 2.6% 14.8% -17.1%
Y/Y change 2.7% 0.6% 6.9% 6.7%
Multi-Family  Multi-Family
Total Single-Family 2-4 unit 5 or more unit
Completions* Completions Completions Completions
June 789,000 586,000 5,000 198,000
May 897,000 627,000 10,000 257,000
2013 763,000 541,000 14,000 208,000
M/M change -12.0% -6.5% -50.0% -23.0%
Y/Y change 3.4% 8.3% -64.3% -4.8%

Source: U.S. Department of Commerce-Construction: www.census.gov/construction/nre/pdf/newresconst.pdf * All data are SAAR



New and Existing House Sales

New Existing
Single-Family Median Month’s House
Sales* Price Supply Sales
June 406,000 273,500 5.8 5,040,000
May 442,000 282,600 52 4,910,000
2013 459,000 259,800 4.2 5,160,000
M/M change -8.1% -3.2% 11.5% 2.6%
Y/Y change -11.5% 1.1% 38.1% -2.3%

$223,300

$212,000

$214,000
5.3%

4.3%

5.5

5.5

5.0
0.0%
6.5%

* All sales data are SAAR

Source: U.S. Department of Commerce-Construction: www.census.gov/construction/nrs/pdf/newressales.pdf;
B NAR® www.realtor.org/topics/existing-home-sales; 4/22/14
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Existing House Sales

National Association of Realtors (NAR®)®
June 2014 sales data: 5.04 million houses sold (SAAR)

May 2014: 4.91 million (SAAR) and June 2013: 5.16 million (SAAR)

Distressed house sales: 11% of sales —
(8% foreclosures and 3% short-sales);

11% 1n May and 15% 1n June 2013.
All-cash sales: decreased to 32%; 32% in May.

Investors are still purchasing a substantial portion of

“all cash” sale houses — 16%, and
16% in May 2014 and 17% in June 2013;

Sixty-nine percent of investors paid cash in June.

First-time buyers: increased to 28% (27% in May 2014)
and were 28% in June 2013

Source: BNAR® www.realtor.org/topics/existing-home-sales; 4/22/14
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June 2014 Construction Spending

June 2014 Private Construction: $355.91 billion (SAAR)

-0.3% less than the revised May estimate of $357.03 billion (SAAR)
7.4% greater than the June 2013 estimate of $331.31 billion (SAAR)

June SF construction: $184.20 billion (SAAR)
-1.4% less than May: $186.84 billion (SAAR)
8.5% greater than June 2013: $169.79 billion (SAAR)

June MF construction: $41.82 billion (SAAR)
2.5% more than May: $40.81 billion (SAAR)
33.2% greater than June 2013: $31.38 billion (SAAR)

June Improvement® construction: $129.89 billion (SAAR)
0.4% more than May: $129.38 billion (SAAR)
0.2% less than June 2013: $130.14 billion (SAAR)

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

Source: € U.S. Department of Commerce-C30 Construction: www.census.gov/construction/c30/pdf/privsa.pdf
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Conclusions

Historically June 1s one of the better months for all sectors of the housing market. This June
was disappointing. All Housing Scorecard indicators except existing home sales declined in
June. However, this is only one month of reporting. One needs to watch and see if this was
an anomaly or an indication of the future of the housing market.

As indicated in previous months, the near-term outlook on the U.S. housing market remains
unchanged — there are potentially several negative macro-factors for a robust housing
recovery (based on historical long-term averages).

Why?

1) Lack-luster household formation,

2) alack of well-paying jobs being created,

3) asluggish economy,

4) declining real median annual household incomes ,
5) strict home loan lending standards,

6) new banking regulations, and

7) global uncertainty?
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May 2014

EU Housing Scorecard

Production in Construction® EU 28
EU 18

Germany
France

UK
Spain

Building permits (m?2 floor)#  EU 28
EU 18

Germany
France

UK
Spain

M/M
v 1.5%°
v 1.5%°

V  4.9%
v 0.7%

\Y
A

VvV 2.804)
V 5.2%°
V  6.4%°

A

1.25(04)

Y/Y
A 3.2%°
A 3.5%°

vV 2.5%
v 0.5%
A 2.5%P
A 46.1%P
\V4 3.5(04)
A 7.2%
V 20.5%

A 3:7%e(04)

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

Source: Eurostat (http://epp.eurostat.ec.europa.eu/portal/page/portal/short term business st

atistics/datajmain_tabled),

A see hittp://epp.curostat.ec.curopa.ew/portal/page/portal/short_term_business_statistics/introd

uction/sts_in_brief]

¢ estimate, $ Eurostat estimate, P provisional, " no data available, ©4) April data
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Housing comments — June, 2014

Economy — short term ( next 2-3 years):
- not much different from last month’s issue except more global issues ( Middle East,

Ukraine, ....)

- Housing issues - slowing world economy; weak job market; sluggish income
growth; tight credit environment continues

- This is not your typical housing recovery — 15t time buyers are absent while
investors and cash sales are much higher percentage — this will create

problems going forward.
(1) lost “follow-through” with delayed 1sttime purchasers ( i.e., move up

purchases at later date).
(2) also, as interest rates increase, investor and foreign buying activity will

wane.

Economy - longer term (next 4 - 8 years) — slower growth ( <3% ?) due to demographics
- that means housing starts may not return to “trend” ( 1.5 — 1.6 million)

unless we get some help from favorable immigration policies.
- aging population spends less, buys fewer houses, consumes less, .... Similar situation as

in Europe
We’ll discuss this issue in more detail in future housing note.

The return of 1st time buyers is the key to any sustainable recovery in housing! That
depends on a stronger job recovery. Right now, prospects are not good. Student debt is
serious problem for many young people so they are putting off forming households

Here is good article discussing impact on housing.

(
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Here are some good references from NAHB on Impact
Of Housing on the Economy

Gives you some appreciation why housing is so important to the
Economy, and why one can’t move forward without the other!

(1) Impact of Homebuilding and Remodeling on the U.S. Economy
(May 2014, Paul Emrath)
(2) Housing’s contribution to GDP ( NAHB staff)

( )
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Housing, Economy, and wood products

Here is another good article on housing’s impact on the economy — why the economy is having
problems moving forward.
NYT (

)

Here is the dilemma — housing contributes about 4% directly to GDP and another 12 —
15% indirectly, for a total of 16 — 19%. The key to housing’s recovery is good paying jobs
with benefits. That means we need a stronger economy. But, with housing and related
activities contributing only 15% to GDP, that won’t happen. The old “chicken and egg”
dilemma. What is the solution? I’ve read that U.S. businesses have about 2 trillion
Dollars stashed on their balance sheets (much of it offshore). If they were to invest that
in plant, equipment, job training, technology, R&D, etc., that would create jobs and
some momentum for the economy. What is holding them back? Uncertainty is key
reason (and the corporate tax code). We need ‘Washington” to provide leadership in
where the country is headed and how to get there — we need to remove some of the
uncertainty. And, they need to convince businesses (and the public) that their vision (to
fix the economy) is realistic and they have a viable strategy for achievement. A tall order
and | know | have oversimplified things. But, the current mix of politicians in Washington
can’t agree on a unified strategy to move the country forward. Consequently, housing,
the economy, and hence, the wood products industry, will continue to “underachieve”.
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Housing’s contribution to GDP (%) — historically, it is almost 20% of the
economy when you include housing services and fixed investment, but today it
is down to 15%. In reality, housing is even more important to the economy
when you include purchased furniture, landscaping, general maintenance, etc.

=> key reason why the economic recovery remains muted

Housing services = gross rents paid by renters (include utilities) + owner’s imputed rent (how much
It would cost to rent owner occupied homes) + utility payments

RFI (residential investment) = construction of new SF and multifamily structures, remodeling,
manufactured homes , plus broker’s fees

20.0%

Source: NAHB

18.0%

2014 Qtr 1
16.0%
14.0% I I I I I

12.0%
10.0%
8.0%
6.0%
4.0%
2.0%

0.0%
1975 1980 1985 1990 1995 2000 2005 2010 2011 2012 2013 2014

Housing services mRFI
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Housing starts and wood product prices — Economics 101
75% of structural wood products go to housing ( new construction plus remodeling)
50% or more of hardwoods go to housing related activities.

FLC,SPC - $/1000 Housing starts - million
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Sources: Prices — Random Lengths ( ); starts ( Bureau of Census ( )
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Employment situation - our biggest problem - it’s getting better, but the jobs recovery

remains weak by past standards, and many jobs ( e.g., temporary ones)
Don’t include health care or retirement benefits — those kinds of jobs don’t encourage

people to buy houses

Net change in non farm payrolls — monthly, thousands

We need 100,000 — 150,000 net new jobs/month
600 To keep up with new entrants to workforce
300,000/month to bring unemployment down

400 :
Stimulus spendjng effect

200

2014

2011 2012 2013

2 2009 10
-200

400 June +288,000
-600

-800

Source: U.S. BLS ( )
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Unemployment keeps coming down — but, the quality (pay, benefits,
safety of many jobs being created is not good!!

**There are about 20 million people either unemployed , underemployed, or stopped
looking — they are not buying houses

18.0%
16.0%
14.0% The real unemployment rate - - 12.1%
Unemployed plus underemployed + stopped looking

12.0% =19.5 million people
10.0%

8.0%

Official unemployment rate — 6.1%
6.0% Equates to 12 million people
4.0%
2008 2009 2010 2011 2012 2013 2014
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Private sector payrolls are back to where we they were in
January 2008

But, we need 7.2 million more jobs just to keep pace with population
growth — Key reason why job market is soft! (and real wage growth
IS nonexistent)

Source: WSJ (

Hire Ground

Private-sector payrolls hit a high in March, but the recession derailed
the potential job gains needed to keep pace with population growth.”

Jobs needed to keep up ‘

125 milli ivate job i i
million private jobs with population growth

January 2008 peak:
116 million jobs N

RECESSION RECESSION
105

2000 ‘10

“Potential jobs measured using 2008 ratio of private-sector jobs to working-age people
Note: Jobs data are seasonally adjusted. Source: Labor Department The Wall Street Journal

\
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Temporary jobs keep increasing as firms cut expenses
( D. Paletta/WWSJ) — main reason income gain is weak

Easy Come, Easy Go

The slump in temp jobs foreshadowed the recession.
The boom in such positions since 2010, economists say,
could mark a lasting shift in the job market.

Y NG o ot A o 8 A o R A o 80 a5 o B o 3 KO S A S o A B A o A ok 4 i R 3 RO R A o i a2
Percentage change in employment Temporary
since the start of 2004 employees O
23.9%

_—

Total nonfarm
employees
5.5%

2004 105 ’ . ’, ’ . . . ;13

Source: U.S. Labor Department The Wall Street Journal

Source: WSJ (
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Jobs - - Still the main problem with 12% of work force
either unemployed or underemployed (about 20 million)

— Total unemployed, plus all marginally attached workers plus total employed

FRED Nr“ﬂ? part time for economic reasons

17.5

=
B
T
o

Ce=partment of Lalbor: Bursau of Labor Statistics
Shaded srmax indicate S eoseions - 2014 messsrch . stlouifed. omg
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Labor force participation rate is shrinking — this is not good!
we will see more labor shortages in the future?

Too much incentive for people to collect welfare? Or something else going on?
Good article:

% of civilian adult population , that are working
67.0%

66.0%
65.0%
64.0%
63.0%

June 2014 - 62.8% participation rate
62.0%

61.0%

60.0%
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: BLS
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Economic growth (2.9%) - 1st gtr 2014 — weather related — but, still
weak considering we have had “free money” now for 6 years —
GDP for 2013 was 1.9% - nothing to write home about

Quarter-to-Quarter Growth in Real GDP

Percent

I | B AV i m Wl i m v i

AV
2010 2011 2012

2013 2014

Real GDP growth is measured at seasonally adiusted annual rates.

U.5. Bureau of Economic Analysis

Source: BEA (
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NAR'’s latest (July 2014) Economic and Housing
Outlook — 2015 is the year for housing to return

to “normal”
2014 2015
GDP 1.9% 2.7%
Housing starts(000) 1064 1404
Single (SF) 691 990
Multi (MF) 373 414
Resales (000) 4945 5278
SF Sales 485 697

My comments:

2014 - - looks OK except MF may be a bit higher and SF lower

2015 - - 2015 may be a bit too optimistic. For housing starts — may be closer to 1300.
(later in this note you will see some rationale for higher multi family numbers)

Source: NAR ( )
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Recent Housing statistics

Background:

Markets are getting better —
Have we turned the corner? — Probably, but the climb back will remain

muted until we see economic growth of 3% or more for an extended period
of time!
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Starts are finally turning the corner, but growth is painfully slow

Single family starts, Thousand units, SAAR

2000 Multi family remains strong —
1800 37% of total starts through May have been MF

1600
1400
1200
1000

800 June - - 575,000
600
400
200
0

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: Census ( )
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Long term shelter demand is estimated to be about 1.5 million annually based on demographics (65%),
replacement demand (25%), and speculative demand including 2" homes (10%). To date, the main drivers
have been speculators/investors and people paying cash: e.g., in 15t gtr investors were 17% of existing home
sales while cash sales were 43% of total purchases)

FRED m::: — Housing Starts: Total: New Privately Owned Housing Units Started
2,400

2,200

Long term Demand ~ 1.5 million
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Source: Federal reserve bank of St.Louis ( )
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FRED 2l — Housing Starts: Total: New Privately Owned Housing Units Started
. — Privately Owned Housing Starts: 1-Unit Structures
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Interest rates at all time lows — should be good for housing

— 10-Year Treasury Constant Maturity Rate

FRED -~
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Source: Board of Govemers of the Fedeml Res=nne Sy=tem
Shaded ar=a= indicate US rec===ions - 2014 res=arch. stlouisT=d. ong
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Mortgage rates have never been lower — but many people
are not buying a house?

FRED- N-__“__..r*" — 30-Year Conventional Mortgage Rate@

20.0

E
o]
el
o

1980 1985 1990 15995 2000 2005

BT

1980

Souro=: Goand of Govemors of the Federal Ressnne Sy=t=m
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Despite low mortgage rates, people are having problems
buying a house because their real incomes have been shrinking
for the past 20 years — this is a structural problem (long term)
and not cyclical --- no quick fixes to this problem

FRED ~s4  — Real Median Household Income in the United States

37,000
36,000
35,000
34,000
33,000
32,000

31,000

W
L
=
|
=
1)
!
W
=
=
h=)
=
]
o
=
1
o

50,000

-
e

45,000

(2012

48,000

47,000

Source: U.S. Department of Commero=: Cemmes Bur=an

Return TOC



Inflation not a problem (yet)

— Consumer Price Index for All Urban Consumers: All Ttems
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This is very sad because some day, interest rates

will go up and interest payment will be a major budget
item, crowding out infrastructure, R&D, education, health
care, ..... — this inevitable leads to lower standard of living

FRED il — Federal Debt: Total Public Debt as Percent of Gross Domestic Product
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Impact of weak household formations - -

homeownership rates have been falling for the past seven
years — when the economy gets back to normal,

will people go back to single family or will we see more renting?
This will impact wood products demand!

Home Ownership(%)

70
69
68
67
66
65

R T >
Long term trend
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OK - you’re reading about bidding wars in some locations and you think
housing is starting to overheat? Don'’t believe it!! (OK — some markets, but

not the general housing market). Bemember, housing is regional!
Historically, 6 months is the metric we use to determine adequate supply.

Low supply is key reason we are seeing “bidding wars” in some locations.
Unfortunately, it is not demand for housing by typical buyers...
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Prices are up about 12%, annual basis,
but, low supply is main reason for this increase,
not high demand...

FRED .4  — S&P Case-Shiller 20-City Home Price Index®
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Low Inventories are key reason home prices are

escalating so rapidly - historically, new home inventory

Is about 350,000 while existing home inventory is about

2,300,000. Today, existing inventory is 500,000 below trend while new
homes are about 150,000 below trend

INVENTORY OF NEW AND EXISTING
SINGLE-FAMILY HOMES FOR SALE
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Multi family share is increasing — will it continue?

Yes — here are three drivers: financial/cost (tight credit and mortgage

carrying cost big problem for buyers); social trends (suburban life

losing its appeal to many Americans); and demographics (aging population is
downsizing). In addition, many young people can’t find good jobs so they rent.

Housing share (%)
85.0%

75.0% Single family
65.0%
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45.0%
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Source: Census ( )
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Wood Products Use per Unit

BF per unit — *Lumber
SF(3/8) per unit - Panels
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New residential markets — 2013 basis
Single family dominates! — any switch to multifamily/rental has major
impact on wood consumption

Lumber — BBF; Panels — BSF(3/8);
12

10

6 B[ umber

EENES

|
Single family Multi family Mobile homes

Source; WPC, Wood used in New Residential Construction, table #7, 2009
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New Single Family Home sales is the key statistic to watch — Sales drive
housing starts — this drives demand for wood products!!! So far, not
much improvement!

Thousands, SAAR

1600 June sales were 8.1% over revised May rate - -
1400 down 11.5% from year ago. Supply is 5 months.
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Resale market — higher prices and mortgages
slow the rebound - also, more than

30% are cash sales, including foreign buyers — not sustainable

Single family (incl condos), Monthly, Thousand units, SAAR
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Existing home sales back to trend while new home
Sales still 300,000 below trend

MEW & EXISTING
SINGLE FAMILY HOME SALES

Mew Linits (D00s) Existing Units (D00s)

— ey home sales (lhs)
s Existing home sales (rhis)

300
aoo

400
200

0
1870 1675 10880 118985 1880 1883 2000 2005 2010

Source: Mational Association of Reattors, U.S. Census Bursau

Source: TD Bank (

Return TOC


http://www.td.com/document/PDF/economics/special/jm0516_USHousing.pdf

Problem for wood products industry — traditionally, new homes

account for about 20% of the housing market, but today,

they represent only 10%. Another reason why housing starts are still weak

and lumber/panel sales are low! Resales are still being driven by cash sales,
foreigners, and investors purchasing foreclosed properties — not your typical market!

RATIO OF EXISTING TO NEW
SINGLE-FAMILY HOME SALES
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Some conclusions — housing continues to improve albeit slowly

Short term:

(1) Economy will muddle along until 2016
(2) This is still not a healthy housing market - 1st time buyers are absent and
household formations are off 50% from trend — furthermore, the bulk of sales are cash,
many foreign buyers, etc. i.e., NOT SUSTAINABLE
(3) The key to a recovery in housing is the return of 1st time buyers, traditionally
about 40- 45% of the market. Current market skewed to cash buyers and
investors. 1sttime buyers are mostly young people, but they can’t find jobs.
(4) Political discourse will continue to slow a truly strong economic and housing recovery.
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Longer term:

(1) Housing demand will hinge on the footprint of the Federal
government — will they continue to promote housing to the degree they have
in the past? My guess is the federal government will slowly reduce its
footprint and let the private sector play a larger role. Financing
will be one of the 15t changes.

(2) Labor participation rate keeps falling — this suggests that there
will be future labor shortages. Furthermore, tax revenue will be impacted
as more people collect from growing number of government programs
while fewer people pay taxes. Look for changes in tax code; consumption tax?;
social security; Medicare/Medicaid; ....

(3) How will USA deal with aging demographics; crumbling infrastructure;
out of control public debt; and, generally, decreasing global

Discourage consumption ( bring it in line with other countries);

and invest more in our future!!! Otherwise, we will continue to

“underperform”, and housing and wood products will suffer. This will take a long
term commitment from the country, politicians, voters, ...... The U.S. consumption
rate (% of GDP) is 70 — 71% while our competitors, it is about 60%. Invest for the
future — sounds simple, but requires some thinking that pervaded this country
following WWIL.
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Here is good article summarizing the current economy —
in Random Lengths, Comment section, cover page/through a knothole section -
“U.S. Economic malaise is Structural, not Cyclical”. July 11, 2014, Vol 70, Issue 28

( )

| couldn’t agree more with the writer — | take 30 — 35 Powerpoint slides to say

similar things. Have to admire someone who can boil down tons of data, analyses,
etc., to an excellent (and pretty accurate) 250 word treatise on the U.S. economy. |
guess this is why he (she?) is editor for a prestigious market report, and I’'m a retired
economist.

| apologize to the readers — the link above won’t get you the report, but will get you in
contact with Random Lengths. Contact lumber buddies too — they all subscribe to RL.
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Good article by NYT’s, Neil Irwin — “Businesses need to spend more,
the future of the economy depends on it’! | agree, but they won’t do so
unless there is demand for products and services! This is a global
economy and they will invest where the returns are highest.
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As long as capacity utilization remains below 85% - 90%,
most firms will not invest to add capacity...

FRED ,,,_,.-__w__ff — Capacity Milization: Total Industry
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Conclusions — housing continues to improve albeit slowly

Housing remains a difficult reach for many young people - jobs, credit, school
debt, are problems.

Today's market is 30% or more cash sales, including many foreign buyers. This
is not sustainable. The economy is having some difficulty dealing with
demographic issues (aging population); debt; credit issues;

Housing is improving, but the pace is agonizingly slow.

We have global issues - Ukraine, Middle East, ....

We need to deal with our structural problems if we are going to get back to 1.5
million starts.
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Disclaimer of Non-endorsement

Reference herein to any specific commercial products, process, or service by trade name, trademark, manufacturer, or
otherwise, does not constitute or imply its endorsement, recommendation, or favoring by Virginia Tech. The views and
opinions of authors expressed herein do not necessarily state or reflect those of Virginia Tech, and shall not be used for
advertising or product endorsement purposes.

Disclaimer of Liability

With respect to documents sent out or made available from this server, neither Virginia Tech nor any of its employees,
makes any warranty, expressed or implied, including the warranties of merchantability and fitness for a particular
purpose, or assumes any legal liability or responsibility for the accuracy, completeness, or usefulness of any information,
apparatus, product, or process disclosed, or represents that its use would not infringe privately owned rights.

Disclaimer for External Links

The appearance of external hyperlinks does not constitute endorsement by Virginia Tech of the linked web sites, or the
information, products or services contained therein. Unless otherwise specified, Virginia Tech does not exercise any
editorial control over the information you may find at these locations. All links are provided with the intent of meeting
the mission of Virginia Tech’s web site. Please let us know about existing external links you believe are inappropriate
and about specific additional external links you believe ought to be included.

Nondiscrimination Notice

Virginia Tech prohibits discrimination in all its programs and activities on the basis of race, color, national origin, age,
disability, and where applicable, sex, marital status, familial status, parental status, religion, sexual orientation, genetic
information, political beliefs, reprisal, or because all or a part of an individual's income is derived from any public
assistance program. Persons with disabilities who require alternative means for communication of program information
(Braille, large print, audiotape, etc.) should contact the author. Virginia Tech is an equal opportunity provider and
employer.
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