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April 2016
Housing Scorecard

Housing Starts
Single-Family Starts
Housing Permits

Housing Completions

New Single-Family House Sales
Existing House Sales"
Private Residential Construction Spending

Single-Family Construction Spending
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Source: U.S. Department of Commerce-Construction; !National Association of Realtors® (NAR®)

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

ReturnTOC



Housing Data

April
Total permits* 1,116,000
Single-family permits 736,000
Multi-family 2-4 unit permits 32,000
Multi-family > 5 unit permits 348,000
Total starts 1,172,000
Single-family starts 778,000
Multi-family 2-4 unit starts** 24,000
Multi-family > 5 unit starts 373,000
Total completions 933,000
Single-family completions 691,000
Multi-family 2-4 unit completions** 10,000
Multi-family > 5 unit completions 232,000

March

1,077,000

725,000
34,000
318,000

1,099,000

753,000
9,000
337,000

1,048,000

717,000
10,000
321,000

April 2015
1,178,000
679,000

33,000
466,000

1,920,000
746,000
18,000
428,000

966,000
638,000

9,000
319,000

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

** US DOC does not report 2-4 multi-family starts and completions directly, this is an estimation.
Source: U.S. Department of Commerce-Construction: www.census.gov/construction/nrc/pdf/newresconst.pdf; 05/17/16



Housing Data

April March April 2015
New single-family sales 619,000 531,000 500,000
Median price $321,100 $297,900 $292,700
Existing sales® 5,450,000 5,360,000 5,140,00
Median price $232,500 $221,500 $218,700
Private Residential Construction $439.7 billion  $446.3 billion $407.2 billion
SF construction $237.5billion  $237.5 billion $210.4 billion
MF construction $60.0 billion $61.9 billion $49.5 billion
Improvement construction® $142.2 billion  $146.8 billion $147.2 billion

ANAR®
b The US DOC does notreport improvementsdirectly, this is an estimation. All data is SAAR and is reported in nominal USS$.

Sources:

NAR® www.realtor.org/topics/existing-home-sales; 05/20/16
U.S. Department of Commerce-Construction: www.census.gov/construction/nrs/pdf/newressales.pdf; 05/20/16
U.S. Department of Commerce-C30 Construction: www.census.gov/construction/c30/pdf/privsa.pdf; 06/01/16
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Conclusions

Housing did quite well in April, with new single-family housing being particularly strong. However,
completions and permits were not doing as well, in fact, they showed decreases. We also should keep in
mind, that the housing market is still well below peak numbers achieved 10 years ago. It appears that
"free money" cannot overcome poor income growth and tight credit for first time buyers. Global
uncertainty, terrorism, and economic slowdowns (China, Brazil) are not helping either, mostly by
preventing businesses to invest.

April's housing data is a mixed bag — total starts up by 6.6% (m/m), single family home starts up by
3.3%, permits up by 7.7% and completions up by 3.6% (m/m) and existing home sales also up by 1.7%
from from March.

With the real unemployment rate in the U.S. at 9.7% (16 million individuals unemployed, stopped
locking, or work part-time) and household income growth low by historical standards, it's hard to
envision a scenario where the U.S. housing market returns to "normal” anytime soon. Slowing
economies in China, Brazil, among others, and continuing problems in Europe all add up to numerous
negative macro-factors endangering a robust housing recovery, in particular:

1) A-constrained quantity of well-paying jobs being created;

2) atepid economy;

3) declining real median annual household incomes;

4) strict home loan lending standards — though loosening with new programs; and
5) slowing world economy; and

6) global uncertainty
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March 2016
EU Housing Scorecard

Production in Construction® EU 28
EU 18

Germany
France

UK
Spain

Building permits (m2 floor)*  EU 28
EU 18
Germany
France
UK
Spain
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Source: Eurostat (http://ec.europa.eu/eurostat/web/short-term-business-statistics/data/main-tables;

06/17/16)
A see http://ec.europa.eu/eurostat/web/short-term-business-statistics/overview/sts-in-brief
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M/M = month-over-month; Y/Y = year-over-year
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Housing comments — April 2016

- April starts were up 3.6% (to 1.172 million, annual rate) - SF at
798,000, up 1.5% (SAAR) — MF still 34% of total

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

- Home ownership rate fell to 63.5% in QTR1 2016 — financing problems; changing
preferences (to renting); and rising home prices — problem is with 1sttime
buyers

- Short supply of homes (new and existing) driving prices higher — keeps 15t
time buyers out of the market (historically 40 — 45%, but today only 31%)

- Job market is improving, albeit slowly, wage gains remain weak,
and, the real unemployment rate remains high near 10% - 16 million people

- We could go along ways toward fixing the unemployment problem by effectively
dealing with the immigration problem (see slides following)

- State of the economy: national debt ~ 19$ trillion and counting; 50% of our

population receives a check from the federal government; we lost 40% of
manufacturing jobs since 2000; 47 million Americans living in poverty; ...
Listening to the political debates today, you have to wonder what rock
the politicians are living under?

- Housing can’t improve much in this economic environment!
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Foreign born ( legal + illegal ( ~11 million) now 17% of the
Workforce ( about 26 million)

Rising Tide
Foreign-born share of the U.S. labor force
18%

16%
14%
12%
10%
8%
6%
4%
2%

Source: Labor Department | WSJ.com
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We need immigrants, but they should be legal - let’s get serious
About finding a solution!!!!!! - We need immigrants, like it or not!!

E.g., Immigrants started 51% of recent Billion dollar startups
( )

Working for a Living

Labor-force participation rate
70%

68%

66%

64%

62%

- Native born
60%
== FOreign born

Source: Labor Department | WSJ.com
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Here is must reading if you want to know how to grow GDP, improve our
standard of living, and build more houses! New book by D. Mccloskey -

“How the West ( and the rest) got Rich”.
( )

Bottom line ----

“The liberation of ordinary people to pursue their dreams of economic
betterment” Not capital, etc., but providing people with an opportunity

to better themselves. Innovation from creative, free people is what makes

capital productive and useful. “Liberated people are ingenious”
Slaves, serfs, subordinated women, people frozen in a hierarchy of lords

or bureaucrats are not.

Everybody is not created equal so lets not try to make everybody equal
(with government handouts, etc). But, lets make opportunity to pursue

our dreams equal for all. Will our children be better off than us?

Yes, if we create an environment where free people can innovate - it will
not come from government redistribution of wealth. That only benefits
politicians!! Too much government kills innovation and economic growth

- - look at Europe for prime example!

Innovation is the key To GDP growth, job creation, better standard
of living ..... Henry Ford and the assembly line, Bill Gates and
computers, jet engine technology, industrial revolution, cotton gin,
internet, Telephone, .... Technology, Technology, Technology!

And free, liberated people, and yes, some capital, and less
Government regulation, redistribution programs, ...:...
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What happens when innovation is missing!
Dismal productivity growth - - 1.3% annually since 2009 - worst
performance for US economy since the 1980’s when we experienced

back to back recessions. (PS - I understand that productivity measurementis a problem
as new products/services quality is difficult to measure; so maybe we are underestimating real

productivity?)
abor productivity of nonfarm workers, from the same
quarter a year ago

4% change First quarter: -1.0%

-4

2012 (2013 (2014 (2015
SOURCE: LABOR DEPARTMENT

Source: WSJ (
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GDP growth comes from more workers and increasing productivity - simple math!
Workforce participation (and population growth rate) is falling in USA.

Now, capital expenditures are falling. Less investment/capital spending leads to lower
productivity. Bottom line - Slower growth over next5 - 10 years???

And less demand for housing! Unless we address this problem!

Diverging Paths

Chanmnge from a vear earlier,
three—-rnmomth moving average

o
2025 Consumer
Recession spending

10

Capital
expPrenditures
CNmnew orders for
Nmondefense capital
goods excl. aircraftt)

lr'oslrool'r1o I'1ax I'aiz I'a= lI'na Ias
Note: All figures adjusted for seasonality
Source: Commerce Departrment
T EHEFITE VWAIL.IT. STRELIRET JOUIIRINAILI..
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We need to invest more to become more competitive, create better paying jobs,
This is best way to grow GDP.

GDP derives from number of workers plus productivity (real GDP/worker) -

( ) -- with lower productivity, higheremploymentwon’t
generate asmuch growth in GDP — this is why improving employmentdoesn’tgive us strong GDP growth

Innovation and entrepreneurship is key fto increasing productivity

Productivity change in the nonfarm business sector, 1947-2014
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Investment is down because demand just isn’t there, plus lack
of confidence in the future - gridlock in “Washington” is killing
risk taking, innovation, entrepreneurial spirit, .... And the economy

big government kills the innovation spirit!!!

Business Investment Cools

Pent-up demand fueled businesses’ capital expenditures early in the expansion, but that spending has
leveled off, creating an obstacle to present and future growth.

Change since each recovery began, adjusted for inflation

110% Business investment in 110% Consumer
100 structures, equipment 01 100 spending
and software/intellectual
20 property 90

80 80
70 70
60 60
50 50
40 40
30 30
20 11970 11975
10
0

I ! I I I ! 1 I !

2 3 4 5 6 0 2 3 4 5 6
Years since each recovery began Years since each recovery began

Note: All figures adjusted for seasonality
Source: Commerce Department Andrew Van Dam and Eric Morath/THE WALL STREET JOURNAL.

ReturnTOC




One way to improve productivity and incomes ---
education improves your chances of staying out of the

unemployment line (and buying a house)

Recent study shows that people with college degree takes 5 years to save
enough for down payment for starter home (with studentdebt - 10 years),

no college - 16 years (

School Work

Unemployment rate for civilians 25 years and over by educational attainment,
seasonally adjusted, as of September

Less than high school e=—=High school e=——=Some college =—=College
16%
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0% : . . . . : : : . .
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Source: Labor Department | WSJ.com

Source: WSJ (
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Main problem with U.S. economy (and world) is
weak demand and low interest rates are noft the

answer -

Fed is very confused - current crop of politicians (Democrats and

Republicans) disappointing — unfortunately, no one has emerged from the

political debates with the ability to communicate a realistic strategy for addressing
serious problems facing our country ( e.g., tax reform; infrastructure investments; fix
the education system - K - 12; regulatory reform; national debt; health care remains

a confusing mess, and it is the most expensive in the world...).

We’re in for extended period ( decade) of weak Economic growth, and that means weak
housing, weak job creation, lower standard of living, and sad sack wood prices.

Productivity is a problem for U.S. economy (not withstanding measurement
problems) - and jobs miss match - there are jobs out there, but many people lack
the necessary skill set. Solution - - education, tax reform, and infrastructure
investment. Difficult to solve these problems due to student

debt issues and government /national debt approaching 20 trillion $.

Many analysts expect U.S. economy to remain weak with GDP

averaging about 2% over nextdecade.
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The global economy is losing steam (WSJ Jan 20, J. Hilsenrath) — monetary
policy in USA, Europe, ... has “reached its limits”. Debt is out of control here
in USA and elsewhere. We’ve had credit driven growth ( via central banks) for
the past 8 years with questionable success. Now, we have huge debts that
will eventually have to be paid off. Paying it off will squeeze other programs
like defense, Medicare/Medicaid, social security, infrastructure spending,
education, ....

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.
Solutions include tax reform, infrastructure investment, R&D, education reform.
We desperately need innovation and more risk taking to create products and
services desired by the marketplace. As mentioned previously, companies are
not investing — they are buying back stock and merging — good strategies in
short term, but basically admitting long term outlook is cloudy with limited
opportunity for growth.

Legal immigrationis a key componentto moreinnovation

Going to be tough for housing to improve much in today’s
Economic environment! That means wood product
prices will remain subdued.
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Futureworld GDP growth — studies in wsj and elsewhere suggest
that demographic shifts will slow growth —main reason is slower
population growth Rates in many parts of the world — USA; Europe;
Russia; China;....

Bottom line — slower world demand growth and this can’t be fixed very
easily .

We needto get more

creative with “supply side” issues. E.q.,

Innovation and investment to create new/better products —
this requires tax reform, less reqgulation, less government

JInnovationis key

See Greg Ip, WSJ “demographic destiny” WSJ 2050
( )
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This is an issue the candidates won’t discuss, but it is
a major problem

National Debt is out of control and most politicians are clueless —
here is great real time picture of why we are living on “borrowed time”

( )

A few numbers from the charts showing state of our economy:

47 million living in poverty — 41 million with no insurance (despite Obama care)
162 Million receiving benefits from the Federal government
(half the population)
73 million Medicaid (health care for the poor)
45 million getting food stamps
40% decline in manufacturing jobs since 2000 (from 20 million in 2000
to 12 million today

Listening to the political debates today, you have to wonder what rock
the politicians are living under?

Current state of the economy helps to explain why Bernie Sanders
and Donald Trump are doing so well despite being the clear “underdogs”

Many people in America not happy —they want change
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A look at real incomes over the past twenty years ---

real incomes have been shrinking for the past 2 decades

and one reason is probably tied to productivity - here is good article
On the subject

( )

Also, with the weak economy, more people are receiving transfer payments

(food stamps, Medicaid, CHIP, housing allowances, etc). Good programs in theory,

but in practice they often reduce incentives to work - this reduces the labor participation
rate and the economy/GDP and standard of living continues to fall.

1984-01-01 to| 2014-01-01

FRED Af.-l-"f — Real Median Household Income in the United States
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But, here is some good news re: world economy

China is making good progress transitioning
to a consumer driven economy (from “smokestack
economy - i.e., investment spending).

Good news for world demand for consumer products

and the right solution to slowing world economy - this will
help solve economic growth problems and hopefully

get us off our “love affair” with central bank stimulus as

the panacea to our problems!
( )

ReturnTOC


http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html
http://finance.yahoo.com/news/yum-gm-under-armour-starbucks-china-consumer-growth-213534928.html

China’s economy shifting from infrastructure investments and exports
(smokestack industries) To domestic demand driven economy (services

and consumers) - this will take time - but there is good news here. E.g.,

Qtr1 2016 GDP was 6.7%, slowest in 7 years, however, domestic consumption
was up substantially - this is good news for world demand for many products

Looking to the Consumer

China’s government sees big hopes in unlocking the buying power of its population, and some indicators of consumerism have bucked economic weakness.

Airline traffic, Electricity consumption, Railway freight traffic,
in passengers Change from a year earlier in millions of metric tons

40 million 60% 400

-20 0
2013 14 15 2013 14 15 2009 |’10 l‘ll |'12 |’13 |’14 1’15 2009 170 111 112 113 114 115

Sources: China Association of Automabile Manufacturers (car sales); Civil Aviation Administration of China (airliine traffic); China Electricity Council; THE WALL STREET JOURNAL.
China Railway Corporation
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Good article on housing - housing to remain out of reach for many

1st time buyers due mainly to short supply (drives up prices); tight

credit restrictions; low paying jobs; ...... New home supply a bigger problem
(for wood products industry) As builders avoid building entry level homes.
Higher prices and low wages forcing people to the rental market -

will continue for some time!

And, housing preferences are changing - many young people prefer renting, as
do an increasing number of older people.
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Tight supply drives up prices - existing homes
At 4.7 months supply — normal supply is 6 months

Markets Ml Chart of the Day
Chart 7: Housing demand exceeding supply (000s of homes)
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The Fed raised interest rates — finally - in December. And, they said

further increases will probably be gradual in 2016 and beyond. However,
current problems with falling oil prices and shaky world economy, | 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 remain relatively strong, and commodity

prices remain weak as most are priced in US$. World demand is

weak - Chinais the main problem - expected to worsen. Europe remains weak,
and the commodity currency countries ( e.g., Canada, Australia, ..) will

face continuing economic headwinds. As far as housing goes, modestly higher
rates will 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. Problem today is lack of

confidence by our business leaders —e.g., spending on stock buybacks has
Increased 200% since 2009 - i.e.,they are notinvesting for the future!
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Rental demand versus single family housing ---

Rental demand will continue to
Increase for some time — arecent study by the Urban Institute suggests

it may continue for another decade or two
( )

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

income growth; .... E.g., minorities ( nonwhite) will make up 75% of net household growth
over the next 10 years, and 85% during 2020- 2030. 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 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

immigration issues like “lllegal immigrants” while encouraging legal

immigration. 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 “good old days”

( )

Anyway, this has potential implications for home ownership; single family
construction; and demand for wood products — 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 construction - Economics 101 - if / were a
builder, I would focus on rental construction

Figure |
Percert - Quarterly Rental and Homeowner Vacancy Rates for the United States, 1995-2015 = Recession
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Increasing rents are slowing housing starts - -
more difficult for renters to save for down payment for house purchase

Figure &
Median Asking Rent for Vacant for Rent Units: 1993-2016
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Household formations are up, but most are renting, and , in the past decade,
Rent payments exceeded mortgage payments - but, most can’t get a mortgage
Due to poor credit or can’t save enough for a down payment - vicious circle

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

—2

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 (



http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755
http://www.wsj.com/articles/rising-rents-outpace-wages-in-wide-swaths-of-the-u-s-1438117026?cb=logged0.40234478570971755

Multi family share of housing starts — 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 1st time buyers
But, builders can’t find enough carpenters, masons, electricians, etc.
so construction costs keep escalating = this exacerbates the inventory

problem

FRED ;::f:—: — Monthly Supply of Houses in the United States
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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 - 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

40% 20%
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Source: Labor Department THE WALL STREET JOURNAL.
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New employment situation - OUr biggest problem - stuck near 200,000
and many of these jobs are part time with little or no benefits — not conducive
to driving housing demand higher -need to fix the immigration problem

Net change in non farm payrolls — monthly, thousands
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Another reason why job picture not so good - job creation by businesses
is down significantly in past 10 years. Less innovation and risk taking
is part of problem. My opinion - this is due to uncertainty and lack of
confidence in the future direction of the country/economy. - and, too
much regulation Again - lack of leadership from White House and

Congress - neitherhas demonstrated an understanding of the
problems or solutions

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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Unemployment rate keeps coming down — but, nearly 7 million remain
“underemployed” — working part time, but want full time jobs

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

18.0%
5.0% The real unemployment rate -- 9.7%

(16 million people)

16.0%
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April 2016 Official unemployment rate — 5.0%
Equates to about 8 million people
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A look at real incomes over the past twenty years ---

real incomes have been shrinking for the past 2 decades

and the reason is probably tied to productivity — here is good article
on the subject

( )

Also, with the weak economy, more people are receiving transfer payments

(food stamps, Medicaid, CHIP, housing allowances, etc). Good programs in theory,

but in practice they often reduce incentives to work - this reduces the labor participation
rate and the economy/GDP and standard of living continues to fall.

1984-01-01 to| 2014-01-01

FRED Af.-l-"f — Real Median Household Income in the United States
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Labor force participation rate is shrinking - demographics is one reason -
anotherreason - bloated welfare system - 130 million people on some form of
welfare ( food stamps, long term disability, housing allowances, Medicaid,...) - -
we’ll see skilled labor shortages increase over the nextdecade - we’re already
seeing constructionrelated shortages with brick layers, masons, electricians,
plumbers, etc.

Excelentarticle ( )

67 09,20 of civilian adultpopulation, that are working

66.0%

65.0%

Interesting article shows that in most countries
64.0% - Labor force participation rate is increasing
(

63.0%
April 2016 — 62.8% participation rate
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Source: BLS
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Aging population is part of the problem, but weak economy and mismatch
between skills of job seekers and available jobs isn’t helping - and, bloated

welfare system encourages too many people to vegetate

Not Participating

Share of civilians in the U.S. labor force and employment-to-population ratio, seasonally
adjusted, as of September
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1st Qtr 2016 Economic growth a dismal 0.5%
downward trend for last 4 Qtrs
(1) Slowing world economy ( weaker China , European, and South American growth)
(2) Stronger dollar will reduce exports and increase imports - negative
impact on manufacturing jobs which is key to income growth in USA

(3) Political stalemate/weak leadership, terrorism, currency wars, growing national debt, ...
(4) Weak income growth and continuing high “real unemployment”

Quarter-to-Quarter Growth in Real GDP
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Real GDP growth is measured at seasonally adjusted annual rates.

U.5. Bureau of Economic Analysis

Source: BEA ( )


http://www.bea.gov/newsreleases/national/gdp/gdp_glance.htm

Strengthening dollar another headwind for U.S. economy
Keeps inflation down, but hurts exports from key manufacturing sector
most countries are deflating their currencies to prop up weak economies

FRED ﬁ — Trade Weighted U.5. Dollar Index: Broad
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Recent Housing statistics
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Starts are inching forward — But, Jow Interest rates won’t fix housing!
We need good paying jobs, and, to date, that is not happening fast enough -
also need stronger economy - current GDP growth of 2% just not good

enough

Single family starts, Thousand units, SAAR
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April -- 778,000

Source: Census ( )


http://www.census.gov/const/www/newresconstindex.html
http://www.census.gov/const/www/newresconstindex.html

Impact of weak household formations and shift to renting - - Rate for
millennial used to be 43% - now it is 33% - more young people are renting

Good article with somereasonswhy ownership is falling and why it will continue to fall for sometime
( )

Recent study shows that people with college degree takes 5 years to save
enough for down payment for starter home ( with studentdebt - 10 years),
no college - 16 years ( )
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New Single Family Home sales are the key statistic to watch — Sales
drive housing starts — this drives demand for wood products!

Up 5.4% versus March 2015 -
disappointing considering we’re 8
years “recovering” from the 2008 collapse

Thousands, SAAR
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Resale market continues to improve, but still heavy to cash sales (20%) with

1st time buyers still below trend, but improving (traditionally they represent about
40 - 45% of market, but today they are at 31%). Another problem today is tight
supply (which drives prices), currently at 4.4 months. Healthy market is about6
months supply. Median prices are up 5.4%, annual basis — driven by
weak supply and not demand (inventory at 4.7 months — need 6 for

healthy market

Single family (incl condos), Monthly, Thousand units, SAAR
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Some conclusions - housing continues to improve albeit slowly

(1) Economy will continue to improve slowly -- 2016 growth expected to be about 2.0% -
and slowdown in China is having serious ripple effects on world economy

(2) Still not a healthy housing market - 1sttime buyers (31% today) are below trend (45%)
and household formations are off 40% from trend.

(4) Political discourse will continue to slow a truly strong economic and housing
recovery — too much uncertainty re: Affordable Care Act/Obama care; immigration
reform; direction of economy.; terrorism; weak leadership!

(5) Productivity is a problem for U.S. economy — real GDP driven by population
(number of workers) and real GDP/worker or productivity. During past 7 years,

productivity has grown 1.7% annually whereas the average over previous 17 years
was 2.4%.

(6) World economy is slowing — China, particularly, but Europe also experiencing problems
as well as the commodity focused economies like Australia and Canada . Demographics
are a major reason as world fertility rates continue to fall in most of the developed world.
Immigration reform needed, but this will be difficult with terrorism concerns.

(7) The fed raised interest rates — but most analysts expect any further increases to be
gradual. Minor impact on housing, but, then, housing doesn’t need more headwinds.

(8) Weak leadership and misguided programs from White House and Congress is
the main problem and deterrent to any significant improvement in the
economy here in USA. — sad commentary —we (electorate) need to wake up
soon or resign ourselves to years of falling standard of living and lower
guality of life for large segments of our population. This will result in
increased social problems — ... and this means weak housing
numbers and mediocre GDP for years!




Longer term:

(1) Makeup of U.S. economy is changing and this is impacting spending patterns and
housing choices. The job market is undergoing long term — structural —changes.
Automation is reducing job prospects for the middle class while creating jobs for the
highly skilled and less skilled sectors . End result is stagnating family incomes that
could translate to lower total housing demand with more emphasis on multi
family/rental demand. Doesn’t bode well for wood product demand and prices.

(2) Education is more important today than ever before — don’t forget two year programs;
community Colleges; apprenticeships;... 4 year University degree not always best
option

(4) Currency devaluations are the preferred solution to “low inflation” concerns. Central

banks in Europe and Japan are following the U.S. with quantitative easing/printing
money, in order to spur demand by weakening their currencies. Good article in WSJ
suggesting that the “low inflation world” is really a symptom of too much capacity
relative to demand, and the solution isn’t currency devaluation. Better solution may be
developing technology to produce products that fulfill market place demands not being
met by existing products (

)

(5) Eventually, central banks will have to raise rates and nobody knows how the various
economies will respond. We’ve never had so much liquidity in the system - it
causes various types of bubbles (assets like houses, stocks, etc.), and a
misallocation of resources. Interesting times ahead.

(6) Rental housing demand is expected to remain relatively strong for some time into the

future — demographics; economy; debt/credit issues; ... will constrain single family
demand
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Virginia Tech Disclaimer

Disclaimer of Non-endorsement

Reference herein to any specificcommercial 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 ofauthorsexpressed 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 ofany 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 becauseall or a partofan individual's income s derived from any public
assistance program. Personswith disabilitieswho require alternative means for communication of program information
(Braille, large print, audiotape, etc.) should contact the author. Virginia Tech is an equal op portunity provider and
employer.
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