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Opening Remarks

December’s housing data can be best described as “reversion to the mean”. Several
data series declined substantially on a month-to-month basis. Regionally, data were
mixed across all sectors. The February 14th Atlanta Fed GDPNow™ aggregate
residential investment spending model projects a -0.6% decrease for Quarter One
2018. New private permanent site expenditures were estimated at a 2.8% rise; the
improvement spending forecast was a -1.3% decrease; and the manufactured/mobile
housing forecast was a 41.9% increase (all: seasonally adjusted annual rate).

“Builders will continue to struggle to overcome supply constraints in 2018, again
falling short of meeting pent-up demand. The low level of construction is limiting new
homes available for upgrade, thereby contributing to the tight supply of existing homes
for sale and putting significant upward pressure on home rents and sales prices. Rising
interest rates may help moderate increases in home prices but are unlikely to reverse
them.””? — Jordan Rappaport, Senior Economist, The Federal Reserve Bank of Kansas
City

This month’s commentary also contains 2018 forecasts, applicable housing data;
multifamily outlooks; remodeling projections; and demographic information. Section |
contains data and commentary and Section Il includes Federal Reserve analysis,
private indicators, and demographic and economic commentary.

Sources: ! https://www.frbatlanta.org/-/media/Documents/cqer/researchcg/gdpnow/GDPTrackingModelDataAndForecasts. xIsx; 2/14/18;
2 https://lwww.kansascityfed.org/en/publications/research/mb/articles/20 18/pent-up-demand-continuing-price-increases; 1/10/18
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December 2017

Housing Scorecard

M/M
Housing Starts vV 8.2%
Single-Family Starts vV 11.8%
Housing Permits vV  0.1%
Single-Family Permits A 1.8%
Housing Completions A 2.2%

Single-Family Completions A 4.3%

New Single-Family House Sales V. 9.3%
Private Residential

Construction Spending A 0.5%
Single-Family

Construction Spending A 0.4%
Existing House Sales vV 3.6%

> B B B B Bd

A
A

Y/Y
6.0%
3.5%
2.8%
6.1%
7.4%
6.9%
14.1%

6.2%

8.7%
1.1%

M/M = month-over-month;Y/Y = year-over-year; NC = no change

Sources: U.S. Department of Commerce-Construction; tNational Association of Realtors® (NAR®)
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New Construction’s Percentage of
Wood Products Consumption

22%

78%

O Non-structural panels: O Structural _panels:
New Housing New housing
O Other markets 64% 36% @ Other markets
29% O All Sawnwood:
New housing

O Other markets

71%

Source: U.S. Forest Service. Howard,J. and D. McKeever. 2015. U.S. Forest Products Annual Market Review and Prospects, 2010-2015
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Repair and Remodeling’s Percentage

of Wood Products Consumption

14%

86%

O Non-structural panels:

Remodeling

O Other markets

23%

77%

22%
O Structural panels:
Remodeling

O Other markets

78%

O All Sawnwood:
Remodeling

O Other markets

Source: U.S. Forest Service. Howard,J. and D. McKeever. 2015. U.S. Forest Products Annual Market Review and Prospects, 2010-2015
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2018 Housing Forecasts*

Total starts, range: 1,248 to 1,320 Median: 1,280
Single-family starts, range: 850 to 981 Median: 912
New house sales, range: 653 to 700 Median: 672
. .. Total Slngl.e- New
Organization Starts Family House
Starts Sales
APA - The Engineered Wood Association? 1,248 896
Bank of Montreal® 1,280
Deloitte¢ 1,300
Dodge Data & Analytics? 850
Fannie Mae® 1,276 928 669
Freddie Macf 1,300
Forest Economic Advisors? 1,311 850
Forest2Marketh 1,260 910
Forisk 1.280
Home Advisor! 1,320 081 653

* All in thousands of units
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2018 Housing Forecasts*

Total Single-Family New House

D T Starts Starts Sales

Merrill Lynchk 1,275 680
Metrostudy! 1,278

Mortgage Bankers Association™ 1,289 914 695
National Association of Homebuilders" 1,248 896 653
National Association of Realtors® 700
Old Castler 1,309 926

PNC Financial Services Group® 1,289 654
Royal Bank of Canada’ 1,294

Scotia Banks 1,300

TD Economicst 1,280

The Federal Reserve Bank of ChicagoV 1,260

Urban InstituteY 1,300

Wells FargoW 1,280 940 675
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2018 Housing Forecasts*

Total starts, range: 1,248 10 1,320 Median: 1,280
Single-family starts, range: 850 to 981 Median: 912
New house sales, range: 653 to 700 Median: 672

2017 Housing Forecasts*

Total starts, range: 1,170 to 1,500 Median: 1,271
Single-family starts, range: 795 to 893 Median: 856
New house sales, range: 610 to 680 Median: 642

* All in thousands of units
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New Housing Starts

Total Starts* SF Starts MF 2-4 Starts** MF 25 Starts

December 1,192,000 836,000 4,000 352,000
November 1,299,000 948,000 8,000 343,000
2016 1,268,000 808,000 11,000 449,000
M/M change -8.2% -11.8% -50.0% 2.6%
YIY change -6.0% 3.5% -63.6% -21.6%

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

** US DOC does not report 2 to 4 multifamily starts directly, this is an estimation
((Total starts— (SF + 5 unit MF)).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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Total Housing Starts

1800 ISAAR = Seasonally adjusted annualrate; in thousands
Total starts 58-yearaverage: 1,439 m units
16901 SF starts 58-year average: 1,022 m units
MF starts 53-year average: 420 m units
1400 7 Total Starts
1,192m units
1,200 -
Total SF: 836m units (70.1%)*
1000 - Total MF (2-4):  4m units (0.3%)
Total MF (> 5): 352m units (29.5%)
800 -
600
400
200 A
0 T = T == —
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= SF Starts =2-4 MF Starts =25 MF Starts

* Percentage of totalstarts.

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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New SF Starts

0.0200 -~
20 to 54 yearold classification: 12/17 ratio:
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Total non-institutionalized/Start ratio: 1/1/59 to 7/1/07: 0.0066 Total: 12/17 ratio: 0.0033
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— Ratio: SF Housing Starts/Civilian Noninstitutional Population

— Ratio: SF Housing Starts/Civilian Noninstitutional Population (20-54)

New SF starts adjusted for the US population

From January 1959 to July 2007, the long-term ratio of new SF starts to the total US non-
institutionalized population was 0.0066; in December 2017 it was 0.00336 — a decrease from
November (0.0037). The long-term ratio of non-institutionalized population, aged 20 to 54 is 0.0103;
in December 2017 it was 0.0057 — also a decrease from November (0.0064). From a population
worldview, constructionis less than what is necessary for changes in population (i.e., under-building).

Sources: http://www.census.gov/construction/nrs/xls/newressales.xls and The Federal Reserve Bank of St. Louis; 1/18/18 ReturnTOC



Total Housing Starts:
Six-Month Average
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Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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SF Housing Starts:
Six-Month Average

1,000
SF Starts
SAAR; in thousands
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New Housing Starts by Region

NE Total NE SF NE MF**

December 88,000 47,000 41,000
November 92,000 62,000 30,000
2016 89,000 58,000 31,000
M/M change -4.3% -24.2% 36.7%
Y/Y change -1.1% -19.0% 32.3%
\% AR X0 #:1 MW SF MW MF

December 178,000 130,000 48,000
November 182,000 142,000 40,000
2016 222,000 128,000 94,000
M/M change -2.2% -8.5% 20.0%
Y/Y change -19.8% 1.6% -48.9%

All data are SAAR; NE = Northeast and MW = Midwest.
** US DOC does not report multifamily starts directly, this is an estimation (Total starts — SF starts).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



New Housing Starts by Region

S Total S SF S MF**
December 582,000 427,000 155,000
November 678,000 512,000 166,000
2016 566,000 418,000 148,000
M/M change -14.2% -16.6% -6.6%
Y/Y change 2.8% 2.2% 4.7%
W Total W SF W MF
December 344,000 232,000 112,000
November 347,000 232,000 115,000
2016 391,000 204,000 187,000
M/M change -0.9% 0.0% -2.6%
Y/Y change -12.0% 13.7% -40.1%

All dataare SAAR; S = Southand W = West.
** US DOC does not report multifamily starts directly, this is an estimation (Total starts — SF starts).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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Total Housing Starts by Region
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= Total NE Starts = Total MW Starts e Total S Starts = Total W Starts

* Percentage of totalstarts.

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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SF Housing Starts by Region

900 -
SAAR; in thousands
800 -
700 - SF Starts
Total NE:  47munits (3.9%)*
Total MW: 130m units (10.9%)
600 -
Total S: 427m units (35.8%)
Oo Total W:  232m units (19.5%)
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= NE SF Starts = MW SF Starts e S SF Starts =\ SF Starts

* Percentage of totalstarts.

Source: http:/Aww.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



Nominal & SAAR SF Starts
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Nominal and Adjusted New SF Monthly Starts
Presented above is nominal (non-adjusted) new SF start data contrasted against SAAR data.

The apparent expansion factor «... is the ratio of the unadjusted number of houses started in the US to
the seasonally adjusted number of houses started in the US (i.e., to the sum of the seasonally adjusted
values for the four regions).” — U.S. DOC-Construction

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



MF Housing Starts by Region

250
SAAR; in thousands

MF Starts
Total NE:  41munits (3.4%)*
Total MW:  48m units (4.0%0)
Total S: 155m units (13.0%)
Total W:  112m units ( 9.4%)
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* Percentage of totalstarts.

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



SF & MF Housing Starts (%
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Railroad Lumber & Wood Shipments
vs. U.S. SF Housing Starts

10,000 - 1,400
LHS: Lumber shipments— carloads (weekly average/month) RHS: SF Starts-in thousands
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“Data areaverage weekly originations for each month, are not seasonally adjusted,and do not include intermodal.”
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| umber & Wood Shipments (U.S. + Canada) e SF Starts

Sources: Association of American Railroads (AAR), Rail Time Indicators report 1/5/18; U.S. DOC-Construction; 1/18/18 Returnto TOC



Railroad Lumber & Wood Shipments vs.
U.S. SF Housing Starts: 6-month Offset

10,000 - 1,400
LHS: Lumber shipments— carloads (weekly average/month) RHS: SF Starts-in thousands
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==| umber & Wood Shipments (U.S. + Canada) = SF Starts (6-mo. offset)

In this graph, January 2007 lumber shipments are contrasted with July 2007 SF starts, and continuing
through December 2017 SF starts. The purpose isto discover if lumber shipments relate to future single-
family starts. Also, it isrealized that lumber and wood products are trucked; however, to our knowledge
comprehensive trucking data is not available.

Sources: Association of American Railroads (AAR), Rail Time Indicators report 1/5/18; U.S. DOC-Construction; 1/18/18 Returnto TOC



New Housing Permits

Total SF MF 2-4 unit MF = 5 unit
Permits* Permits Permits Permits
December 1,302,000 881,000 39,000 382,000
November 1,303,000 865,000 39,000 399,000
2016 1,266,000 830,000 39,000 397,000
M/M change -0.1% 1.8% 0.0% -4.3%
Y/Y change 2.8% 6.1% 0.0% -3.8%

* All permit data are presented at a seasonally adjusted annualrate (SAAR).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



Total New Housing Permits

1,800

SAAR; in thousands

1,600 //\\
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L000 Total MF (2-4):  39m units (3.0%)
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* Percentage of totalpermits.

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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Nominal & SAAR SF Permits
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Nominal and Adjusted New SF Monthly Permits
Presented above is nominal (non-adjusted) new SF start data contrasted against SAAR data.

The apparent expansion factor .. .is the ratio of the unadjusted number of houses started in the US to
the seasonally adjusted number of houses started in the US (i.e., to the sum of the seasonally adjusted

values for the four regions).” — U.S. DOC-Construction

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18




New Housing Permits by Region
NE Total* NE SF NE MF**

December 163,000 56,000 107,000
November 114,000 55,000 59,000
2016 131,000 54,000 77,000
M/M change 43.0% 1.8% 81.4%
Y/Y change 24.4% 3.7% 39.0%
MW Total* MW SF MW MF**

December 199,000 133,000 66,000
November 183,000 130,000 53,000
2016 187,000 119,000 98,000
M/M change 8.7% 2.3% 24.5%

Y/Y change 6.4% 11.8% -32.1%

+ All dataare SAAR
« ** S DOC does not report multifamily starts directly, this is an estimation (Total starts — SF starts).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



New Housing Permits by Region

S Total* S SF S MF**
December 579,000 462,000 117,000
November 651,000 469,000 182,000
2016 604,000 452,000 236,000
M/M change -11.1% -1.5% -35.7%
Y/Y change -4.1% 2.2% -50.4%
W Total* W SF W MF**
December 361,000 230,000 131,000
November 355,000 211,000 144,000
2016 344,000 205,000 146,000
M/M change 1.7% 9.0% -9.0%

Y/Y change 4.9% 12.2% -10.3%

+ All dataare SAAR
« ** S DOC does not report multifamily starts directly, this is an estimation (Total starts — SF starts).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



Total Housing Permits by Region
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Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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SF Housing Permits by Region
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MF Housing Permits by Region

MF Permits
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* Percentage of total permits.

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



Railroad Lumber & Wood Shipments
vs. U.S. SF Housing Permits

10,000 LHS: Lumber shipments— carloads (weekly average/month) RHS: SF permits-in thousands
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Sources: Association of American Railroads (AAR), Rail Time Indicators report 1/5/18; U.S. DOC-Construction; 1/18/18
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Railroad Lumber & Wood Shipments vs.
U.S. SF Housing Permits: 3-month Offset
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In this graph, January 2007 lumber shipments are contrasted with April 2007 SF permits, continuing
through December 2017. The purpose is to discover if lumber shipments relate to future single-family
permits. Also, it is realized that lumber and wood products are trucked; however, to our knowledge
comprehensive trucking data is not available.

Sources: Association of American Railroads (AAR), Rail Time Indicators report 1/5/18; U.S. DOC-Construction; 1/18/18 Returnto TOC



New Housing Under Construction

Total Under SFUnder MF 2-4 unit** Under MF > 5 unit Under

Construction* Construction Construction Construction
December 1,113,000 502,000 10,000 601,000
November 1,105,000 495,000 11,000 599,000
2016 1,062,000 449,000 11,000 602,000
M/M change 0.7% 1.4% -9.1% 0.3%
Y/Y change 4.8% 11.8% -9.1% -0.2%

All housing under construction data are presented at a seasonally adjusted annualrate (SAAR).
** US DOC does not report 2-4 multifamily units under construction directly, this is an estimation
((Total under construction — (SF + 5 unit MF)).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



Total Housing Under Construction
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Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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New Housing Under Construction

by Region
NE Total NE SF NE MF**
December 187,000 53,000 134,000
November 188,000 53,000 135,000
2016 191,000 53,000 138,000
M/M change -0.5% 0.0% -0.7%
Y/Y change -2.1% 0.0% -2.9%
MW Total MW SF MW MF
December 158,000 84,000 74,000
November 155,000 82,000 73,000
2016 144,000 73,000 71,000
M/M change 1.9% 2.4% 1.4%
Y/Y change 90.7% 15.1% 4.2%

All data are SAAR; NE = Northeast and MW = Midwest.
** US DOC does not report multifamily units under construction directly, thisis an estimation
(Total underconstruction — SF under construction).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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New Housing Under Construction

by Region
S Total S SF S MF**
December 447,000 231,000 216,000
November 446,000 231,000 215,000
2016 448,000 214,000 234,000
M/M change 0.2% 0.0% 0.5%
Y/Y change -0.2% 7.9% -1.7%
W Total W SF W MF
December 321,000 134,000 187,000
November 316,000 129,000 187,000
2016 279,000 109,000 170,000
M/M change 1.6% 3.9% 0.0%
Y/Y change 15.1% 22.9% 10.0%

All data are SAAR; S = Southand W = West.
** US DOC does not report multifamily units under construction directly, this is an estimation

(Total underconstruction — SF under construction).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18
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Total Housing Under Construction
by Region
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SF Housing Under Construction
by Region
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MF Housing Under Construction
by Region
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New Housing Completions

Total SF MF 2-4 unit** MF 2 5 unit

Completions* Completions Completions Completions

December 1,177,000 818,000 13,000 346,000

November 1,152,000 784,000 15,000 353,000

2016 1,096,000 765,000 8,000 323,000
M/M change 2.2% 4.3% -13.3% -2.0%
Y/Y change 7.4% 6.9% 62.5% 7.1%

* All completion data are presented ata seasonally adjusted annual rate (SAAR).
** US DOC does not report multifamily completions directly, this is an estimation ((Total completions — (SF + 5 unit MF)).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



Total Housing Completions
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Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



Total Housing Completions

by Region
NE Total NE SF NE MF**
December 112,000 62,000 50,000
November 145,000 55,000 90,000
2016 102,000 50,000 52,000
M/M change -22.8% 12.7% -44.4%
Y/Y change 9.8% 24.0% -3.8%
MW Total MW SF MW MF
December 166,000 119,000 47,000
November 176,000 112,000 64,000
2016 184,000 120,000 64,000
M/M change -5.7% 6.3% -26.6%
Y/Y change -9.8% -0.8% -26.6%

All data are SAAR; NE = Northeast and MW = West.
** US DOC does not report multi-family completionsdirectly, this is an estimation (Total completions — SF completions).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



Total Housing Completions

by Region

S Total S SF S MF**

December 601,000 451,000 150,000
November 602,000 464,000 138,000
2016 574,000 414,000 160,000
M/M change -0.2% -2.8% 8.7%
Y/Y change 4.71% 8.9% -6.3%
W Total W SF W MF

December 298,000 186,000 112,000
November 229,000 153,000 76,000
2016 236,000 181,000 55,000
M/M change 30.1% 21.6% 47.4%
Y/Y change 26.3% 2.8% 103.6%

All data are SAAR; S = Southand W = West.
** US DOC does not report multi-family completionsdirectly, this is an estimation (Total completions — SF completions).

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/18/18 ReturnTOC



New Housing Completions
by Region
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SF Housing Completions
by Region
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MF Housing Completions
by Region
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New Single-Family
House Sals _
New SF Median Mean Month's

Sales* Price Price Supply
December 625,000 $335,400 $398,900 5.7

November 689,000 $334,900 $383,600 4.9
2016 548,000 $327,000 $382,500 0.6
M/M change -9.3% 0.1% 4.0% 16.3%

Y/Y change 14.1% 2.6% 4.3% 1.8%

* All new sales data are presented ata seasonally adjusted annualrate (SAAR)! and housing prices are adjusted atirregular intervals2.

New SF sales were considerably less than the consensus forecast (680 m)3, due to subpar
sales in all four regions. The past three month’s new SF sales data were revised substantially
downward:

September initial: 667 m revised to 639 m;
October initial: 685 m revised to 599 m:
November initial: 733 m revised to 689 m.

Sources: thttp://www.census.gov/construction/nrc/pdf/inewresconst.pdf; 1/25/18; 2 https://www.census.gov/construction/cpi/pdf/descpi_sold.pdf
3 http://mam.econoday .com/byshoweventfull asp; 1/25/18 ReturnTOC



New SF House Sales

1,400

1,200

1,000

800

600

400

200

0

SAAR; in thousands

\

—~

December 2017: 625,000

\ \
\ 1963-2016 average: 650,963 units \
B G . WA

AN

1963-2000 average: 633,895 unitsv

O M N P P OO DO O VTV v v v v At A A
,LQQ 'LQQ 'LQQ (LQQ 'LQQ ,LQQ ,)QQ 'LQQ ’LQQ ’LQQ ’LQ\ '),Q\ 'LQ\ ,LQ\ (LQ\ q/Q\ ’LQ\ ,.LQ\ ')»Q\ {LQ\ ’LQ\ q/Q\ 'LQ\\"LQ\ ,.LQ\ ,LQ\ \qu\q 'LQ\ '79\
W 0 W e S\fzﬁ WA e Yot (o oF

=== Total New SF Sales

Source: http://lwww.census.gov/construction/nrc/pdf/newresconst.pdf; 1/25/18




New SF House Sales
by Region
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New SF Housing Sales:

Six-month average & monthly
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Nominal vs. SAAR New SF House Sales
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Nominal and Adjusted New SF Monthly Sales

Presented above is nominal (non-adjusted) new SF sales data contrasted against SAAR data.

The apparentexpansionfactor “...is theratio of the unadjusted number of houses sold in the US to
the seasonally adjusted number of houses sold in the US (i.e., to the sum of the seasonally adjusted
values for the four regions).” — U.S. DOC-Construction

Source: http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/25/18 ReturnTOC



New SF House Sales
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—Ratio of New SF Sales/Civilian Noninstitutional Population — Ratio of New SF Sales/Civilian Noninstitutional Population (20-54)

New SF sales adjusted for the US population

From January 1963 to November 2007, the long-term ratio of new house sales to the total US non-
institutionalized population was 0.0039; in December 2017 it was 0.0024 — a decrease from November
(0.0025). The non-institutionalized population, aged 20 to 54 long-term ratio is 0.0062; in December
2017 it was 0.0042 — also a decrease from November (0.0047). All are non-adjusted data. From a
population viewpoint, construction is less than what is necessary for changes in population (i.e., under-
building).

Sources: http://www.census.gov/construction/nrs/xls/newressales.xls and The Federal Reserve Bank of St. Louis; 1/25/18 ReturnTOC



New SF House Sales by Region
and Price Category

NE SF Sales MW SF Sales S SF Sales W SF Sales

December 41,000 63,000 331,000 190,000

November 42,000 70,000 367,000 210,000

2016 37,000 65,000 286,000 160,000
M/M change -2.4% -10.0% -9.8% -9.5%
Y/Y change  10.8% -3.1% 15.7% 18.8%

$150- $200- $300- $400- $500 -

<$150m $199.9m 299.9m $399.9m $499.9m $749.9m > $750m
December™#** 2,000 6,000 11,000 10,000 5,000 7,000 4,000

November 1,000 3,000 16,000 14,000 6,000 5,000 3,000
2016 1,000 4,000 11,000 10,000 6,000 5,000 2,000
M/M change 100.0% 100.0% -31.3% -28.6% -16.7% 40.0% 33.3%

Y/Y change 100.0% 50.0% 0.0% 0.0% -16.7% 40.0% 100.0%

L All data are SAAR

2 Houses for which sales price were not reported have been distributed proportionally to those for which sales price was reported;
3 Detail may notadd to total because of rounding.

4 Housing prices are adjusted atirregular intervals.

Sources: 123 http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 1/25/18; “https://www.census.gov/construction/cpi/pdf/descpi_sold.pdf
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New SF House Sales

December New SF Sales*

6,000, 13%
7,000, 16%\

5,000, 11%

10,000, 22%

4,000, 9% 2,000, 5%

"< $150m

" $150-$199.9m

" $200-299.9m

" $300-$399.9m

$400-$499.9m

" $500-$749.9m

> §750m

* Total and percent of new sales by price category.

Source: http:/Aww.census.gov/construction/nrc/pdf/newresconst.pdf; 1/25/18
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New SF House Sales by
Price Category

400 -
2002-2016; in thousands, and thousands of dollars; SAAR
350 -
2016 Total New SF Sales*: 561 m units
300 -
—_
250 - \
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=< $150 ——$150-$199.9 e====3$200-299.9 e=S==$300-$399.9 ==o==$400-$499.9 ====$500-$749.9 ==ie=>$750

* Sales tallied by price category.

Source: http:/ww.census.gov/construction/nrc/pdf/newresconst.pdf; 7/26/17 ReturnTOC



New SF House Sales

New SF Houses Sold During Period

Not Under
Total started Construction Completed

December 625,000 202,000 206,000 217,000
November 689,000 212,000 245,000 232,000

2016 548,000 166,000 200,000 182,000
M/M change -9.3% -4.7% -15.9% -6.5%
Y/Y change  14.1% 21.7% 3.0% 19.2%

32.3% 33.0% 34.7%

Total percentage

New SF Houses Sold During Period

In December 2017, a substantial portion of new sales — 32.3% — had not been started.

Source: http://lwww.census.gov/construction/nrc/pdf/newresconst.pdf; 1/25/18
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New SF House Sales

Sold During the Period

600
Thousands of units; not SAAR

500
400
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217
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— Under Construction

— Not started —— Completed

Source: http://lwww.census.gov/construction/nrc/pdf/newresconst.pdf; 1/25/18
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New SF House Sales

New SF Hoilses fof Sale at fhe end of the.Period

Not Under
Total started Construction Completed
December 295,000 57,000 174,000 64,000
November 284,000 47,000 174,000 63,000
2016 256,000 42,000 154,000 60,000
M/M change 39% 21.3% 0.0% 1.6%
Y/Y change 15.2%  35.7% 13.0% 6.7%

Total percentage 19.3% 59.0% 21.7%

Source: http://lwww.census.gov/construction/nrc/pdf/newresconst.pdf; 1/25/18
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New SF House Sales

For Sale at End of the Period

350
Thousands of units; not SAAR
300
250
200
174
—
150
100
64
50 _~1
57
I I R A S L R T A U RO
N e W ¥ o oF

—Not started = Under construction == Completed

Source: http://lwww.census.gov/construction/nrc/pdf/newresconst.pdf; 1/25/18
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New SF House Sales

New SF Houses for Sale at the end of the Period

by Region*
Total NE MW W
November 288,000 25,000 42,000 147,000 75,000
October 287,000 25,000 39,000 149,000 74,000
2016 252,000 27,000 33,000 131,000 62,000
M/Mchange 03% 00% 7.7/% -13% 14%
Y/Y change 143% -74% 273% 12.2% 21.0%

*Not SAAR

Source: http://lwww.census.gov/construction/nrc/pdf/newresconst.pdf; 1/25/18
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New SF Houses Sale at End
of Period by Region
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New SF House Sales
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e 0 of Sales: < $400m = 0% of Sales: > $400m

New SF Sales: 2002 — December 2017

The sales share of $400 thousand plus SF houses is presented above®2. Since the beginning of
2012, theupper priced houses have and are garnering a greater percentage of sales. Adecreasing
spread indicates that more high-end luxury homes are being sold. Several reasons are offered by
industry analysts; 1) builders can realize a profiton higher priced houses; 2) historically low
interest rates have indirectly resulted in increasing house prices; and 3) purchasers of upper end
houses fared better financially coming out of the Great Recession.

Source: ! http://www.census.gov/construction/nrc/pdf/newresconst.pdf; 2 https://www.census.gov/construction/cpi/pdf/descpi_sold.pdf 1°25/18 ReturnTOC



Railroad Lumber & Wood Shipments
vs. U.S. New SF House Sales

10,000 900
\ALHS: Lumber shipments— carloads (weekly average/month) RHS: SF Starts-in thousands
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——Lumber & Wood Shipments (U.S. + Canada) == New SF Sales

Sources: Association of American Railroads (AAR), Rail Time Indicators report 1/5/18; U.S. DOC-Construction; 1/25/18 Returnto TOC



Railroad Lumber & Wood Shipments vs.
U.S. New SF House Sales: 1-year offset

10,000 - LHS: Lumber shipments— carloads (weekly average/month) RHS: SF Starts-in thousands | 900
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“Data are average weekly originations for each month,are notseasonally adjusted,and do notinclude intermodal.” —
AAR 0
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= |_umber & Wood Shipments (U.S. + Canada) e New SF Sales (1-yr. offset)

In this graph, initially January 2007 lumber shipments are contrasted with January 2008 new SF sales
through December 2017 new SF sales. The purpose is to discover if lumber shipments relate to future new
SF house sales. Also, it is realized that lumber and wood products are trucked; however, to our knowledge
comprehensive trucking data is not available.

Sources: Association of American Railroads (AAR), Rail Time Indicators report 1/5/18; U.S. DOC-Construction; 1/25/18
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December 2017
Construction Spending

Total Private
Residential*

December $526,134 $275,636 $64,021 $186,477
November $523,767 $274 444  $62,391 $186,932

SF Improvement**

2016 $495435  $253,601 $61,190 $180,644
M/M change 0.5% 04%  2.6% -0.2%
Y/Y change 6.2% 8.71%  4.6% 3.2%

**The US DOC does not report improvement spending directly, this is a monthly estimation for 2017:
((Total Private Spending — (SF spending + MF spending)).
All data are SAARs and reported in nominal US$.

Source: http://www.census.gov/construction/c30/pdf/privsa.pdf; 2/1/18 ReturnTOC



Total Construction Spending (nominal):
1993 — December 2017
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Reported in nominal US$.
The US DOC does not report improvement spending directly, this is a monthly estimation for2017.

Source: http://www.census.gov/construction/c30/pdf/privsa.pdf; 2/1/18
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Total Construction Spending (adjusted):
1993-2017*
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Total Private Adjusted 1993 — 2017 Construction Spending
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Reported in adjusted US$: 1993 — 2016 (adjusted forinflation, BEA Table 1.1.9); *January-December2017 reported in nominal US$.

Source: http://www.census.gov/construction/c30/pdf/privsa.pdf; 2/1/18 ReturnTOC



Construction Spending Shares:
1993 to December 2017

SF, MF, & RR: Percent of Total Residential Spending (adj.)
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= SF % = MF %

RR %

Total Residential Spending: 1993 through 2006
SF spendingaverage: 69.2%
MF spendingaverage: 7.5%
Residential remodeling (RR) spendingaverage: 23.3% (SAAR).

Note: 1993 to 2016 (adjusted for inflation, BEA Table 1.1.9); January-December 2017 reported in nominal US$.

Source: http://www.census.gov/construction/c30/pdf/privsa.pdf and http:/Amww.bea.gov/iTable/iTable.cfm;2/1/18 ReturnTOC



Adjusted Construction Spending;:
Y/Y Percentage Change,
1993 to December 2017
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Residential Construction Spending:
Percentage Change, 1993 to November 2017
Presented above is the percentage change of inflation adjusted Y/Y construction spending (1993-
2016). Sincemid-2015MF spending has been decliningand RR expendituresare in an apparent
flat-line trend.

Source: http://www.census.gov/construction/c30/pdf/privsa.pdf; 2/1/18 ReturnTOC



Adjusted Construction Spending:
Y/Y Percentage Change,
2000 to December 2017
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- Total Residential Spending Y/Y % change (adj.) == SF Spending Y/Y % change (adj.)
=== MF Spending Y/Y % change (adj.) === Remodeling Spending Y/Y % change (adj].)

Source: http://www.census.gov/construction/c30/pdf/privsa.pdf; 2/1/18 ReturnTOC



Total Adjusted Construction Spending:
Y/Y Percentage Change,
1993 to December 2017
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—— MF Spending Y/Y % change (adj.) = Remodeling Spending Y/Y % change (adj.)

Residential Construction Spending:
Percentage Change, 1993 to December 2017

The questionsremain: Is construction spending normalizing? Has housing stalled? Or, arethere
alternative explanations? The percentage change in construction spending has been minimally
positive since the beginning of 2017.

Source: http://www.census.gov/construction/c30/pdf/privsa.pdf and http:/Mww.bea.gov/iTable/iTable.cfm; 2/1/18
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Remodeling

metrostudy  Builder

Remodeling activity continues to surge

Residential Remodeling Outlook Market Comparison

National Residential Remodeling Index and Forecast as of October 2017 as of October 2017

October RRI = = April Forecast = = July Forecast October Forecast

> \ D A
00‘,‘\)00 400"600 0000-0
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Source: Metrostudy, October 2017 RRi Report

metrostudy  Builder

Source: http://www.metrostudy.com/wp-content/uploads/2018/01/Metrostudy 2018 Outlook_Breakfast Economic_Forecast.pdf; 1/16/18 ReturnTOC



Remodeling

Harvard Joint Center for Housing Studies
Remodeling Market to March Higher in 2018

“The coming year is expected to be another robust one for residential renovations and repairs
with growth accelerating as the year progresses, according to our latest Leading Indicator of
Remodeling Activity (LIRA). The LIRA projectsthat homeowner spending on
improvements and repairs will approach $340 billionin 2018, an increase of 7.5 percent from
estimated 2017 spending.

Steady gains in the broader economy, and in home sales and prices, are supporting growing
demand for home improvements. We expect the remodeling market will also get a boost this
year from ongoing restoration efforts in many areas of the country impacted by last year’s
record-setting natural disasters.

Despite continuing challenges of low for-sale housing inventories and contractor labor
availability, 2018 could post the strongest gains for home remodeling in more than a decade.
Annual growth rates have not exceeded 6.8 percent since early 2007, before the Great
Recession hit.” — Abbe Will, Research Associate, Harvard Joint Center for Housing Studies

Source: http://housingperspectives.blogspot.com/2018/01/remodeling-market-to-march-higher-in.html; 1/18/18 ReturnTOC



Remodeling

Leading Indicator of Remodeling Activity —
Fourth Quarter 2017

Homeowner improvements & Repairs
Four-Quarter Moving Totals
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Source: http://housingperspectives.blogspot.com/2018/01/remodeling-market-to-march-higher-in.html; 1/18/18
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Remodeling

National Association of Home Builders

The Remodeling Market Index Hits 60 in Fourth Quarter

“The Remodeling Market Index (RMI) increased three points to 60 in the fourth quarter of
2017, according to the National Association of Home Builders (NAHB). This quarter marks
the second time in the RMI’s history (dating back to 2001) in which the index reached 60
(Figure 1) (next slide).

For 19 consecutive quarters, the RMI has been at or above 50, which indicates that more
remodelers report market activity is higher (compared to the prior quarter) than report it is
lower. The RMI is an average of two sub-indices, one that measures current market
conditions and another that measures future remodeling activity.

The current market conditions sub-index increased four points to 60 in the fourth quarter of
2017. Among its components, major additions and alterations jumped seven points to 60,
minor additions and alterations increased three points to 59, and the home maintenance and
repair component rose three points to 61 (Figure 2) (slide 79).” — Carmel Ford, Economist,
NAHB

Source: http://housingperspectives.blogspot.com/2018/01/remodeling-market-to-march-higher-in.html; 1/18/18
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Remodeling Market Index (RMI)
Overall RMI

Figure 1
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Source: http://housingperspectives.blogspot.com/2018/01/remodeling-market-to-march-higher-in.html; 1/18/18



Remodeling
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Figure 2: Remodeling Market Index (RMI)
Current Market Conditions

Source: http://housingperspectives.blogspot.com/2018/01/remodeling-market-to-march-higher-in.html; 1/18/18
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Remodeling

Figure 3: Remodeling Market Index (RMI)
NAHB Future Market Indicators
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National Association of Home Builders

“The future market indicators sub-index rose one pointto 59 in the fourth quarter of2017. The
backlog of remodeling jobs gained six pointsto 66 and the amount of work committed for the next
three monthsincreased two pointsto 58. Meanwhile, appointments for proposals and calls for bids
both dropped two pointsto 57 and 56, respectively (Figure 3).

<3 O =

The fourth quarter RMI reading is consistent with recent growth in improvement spending.
However, the jump in the backlog of remodeling jobs sub-index serves as an indication that
remodelers still face significant supply-side challenges, such as the lack of skilled labor and high
material prices.” — Carmel Ford, Economist, NAHB

Source: http://housingperspectives.blogspot.com/2018/01/remodeling-market-to-march-higher-in.html; 1/18/18 ReturnTOC


http://eyeonhousing.org/2018/01/private-residential-spending-is-on-the-rise/

Existing House Sales

National Association of Realtors (NAR®)
December 2017 sales: 5.570 million (SAAR)

Existing Median Mean  Month's

Sales* Price Price Supp]y
December 5570,000  $246,800 $288,200 3.2
November 5,780,000 $247,200 $289,500 3.5
2016 5,510,000  $233,300 $274,900 3.6
M/M change -3.6% -0.2% -0.4% -8.6%
Y/Y change 1.1% 5.8% 4.8% -11.1%

* All sales data: SAAR

Source: NAR® https:/iwww.nar.realtor/newsroom/existing-home-sales-fade-in-december-2017-sales-up-11-percent; 1/24/18
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Existing House Sales

| NE Sales | MW Sales. S Sales | W Sales

December 740,000 1,330,000 2,300,000 1,200,000
November 800,000 1,420,000 2,340,000 1,220,000

2016 760,000 1,310,000 2,230,000 1,210,000
M/M change -1.5% -6.3% -1.7% -1.6%
Y/Y change -2.6% 1.5% 3.1% -0.8%

" Distressed Foreclosures ‘Short- All-Cash Individual Investor
House Sales Sales  Sales Purchases
December 4% 3% 1% 22% 14%
November 4% 3% 1% 20% 13%

2016 1% 5% 2% 21% 13%

Source: NAR® https://iwww.nar.realtor/newsroom/existing-home-sales-fade-in-december-2017-sales-up-11-percent; 1/24/18 ReturnTOC



Total Existing House Sales
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Source: NAR® https://iwww.nar.realtor/newsroom/existing-home-sales-fade-in-december-2017-sales-up-11-percent; 1/24/18 ReturnTOC



Changes in
Existing House Sales

Percent Changein Sales From a Year Ago by Price Range
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First-Time Purchasers

National Association of Realtors (NAR®)
32% of sales in December 2017; 29% in November 2017, and 32% in December 20161

GSES memmm—FHA, s GSEs and FHA,
0%
BO% - wﬂlﬁ
70%
6056
57.5
505
44,4
A05% W
30%
20% e ——
2001 2002 2003 2004 2005 2004 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Sources: aMBS, Fadarsl Housing Administration (FHA ) and Urban Institute
Maote: All series maasure the first-time homebuyer share of purchase |oans for principal residencas. October 2017

Urban Institute

“In October 2017, the first-time homebuyer share of government-sponsored enterprise (GSE)
purchase loans was46.4 percent, just offthe highest level in recent history of48.1 percent,
achieved in April2017. The FHA has always been more focused on first-time homebuyers, with its
first-time homebuyer share hoveringaround 80 percent; it stoodat 81.9 percentin October 2017.
The bottomtable shows that based on mortgages originated in October 2017, the average first-time
homebuyer was more likely than an average repeatbuyer to take out a smaller loan and havea
lower credit score and higher LTV and DTI, thus requiring a higher interest rate.”?— Laurie
Goodman, et al., Co-director, Housing Finance Policy Center

Sources: ! https://www.nar.realtor/newsroom/existing-home-sales-fade-in-december-2017-sales-up-11-percent; 1/24/18;
2 https://www.urban.org/research/publication/housing-finance-glance-monthly-chartb ook -january-2018/view/full_report; 1/23/18
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First-Time Purchasers

Purchase Loan NMRI: Credit Easing Continues for FTBs

Composite NMRI for purchase loans jumped 0.4 ppt from elevated levels a year ago.
Index is 0.5 ppt higher for first-time buyers, primarily due to FHA being up 1.9 ppts, and
0.1 ppt higher for repeat buyers. Rising prices having a disparate impact on buyers,
benefitting repeat buyers through asset appreciation and hurting FTBs who have to take
on more leverage.

10 Change from 12 months earlier, in percentage points
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Source: : AEl Center on Housing Markets and Finance, www.HousingRisk.org.

AEI International Center on Housing Risk

“Purchase origination data for October 2017 showed both increased credit risk and mortgage
demand. Growthin demand continuesto be too reliant on further agency credit easing, which is

seen as needed to offset headwinds from a slightly less accommodative monetary policy and
acceleratinghomeprice increases.

A greater presence of first-time buyers (FTBs); FTBs MRI now almosttwice as high as Repeat
Buyer MRIand rapidly rising. Thisis driven by rapidly risinghouse prices and enabled by looser
lending.” — Edward Pinto and Tobias Peter, AEI International Center on Housing Risk

Source: http://mww.housingrisk.org/housing-market-index-release-for-third-quarter-2017, 1/29//18 ReturnTOC



Housing Affordability

National Housing Affordability Over Time
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Urban Institute

“Home prices are still very affordable by historic standards, despite increases over the last
four years and the recentinterest rate hike. Even if interestrates riseto 4.75 percent,
affordability would still be at the long term historical average.” — Bing Lai, Research
Associate, Housing Finance Policy Center

Source: https://www.urban.org/research/publication/housing-finance-glance-monthly-chartbook-january-2018/view/full_report; 1/23/18 ReturnTOC



Mortgage Credit Availability
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Mortgage Credit Availability Increasesin January

“Mortgage credit availability increased in January according to the Mortgage Credit Availability Index
(MCALI), .... The MCAl increased 2.1 percent to 182.9 in January. Adecline in the MCAI indicates
that lending standards are tightening, while increases in the index are indicative of loosening credit.
The index was benchmarked to 100 in March 2012. The Conventional MCAI rose by more (up 3.6
percent) than the Government MCAI (up 0.9 percent). The componentindices of the Conventional
MCAI both increased from the month prior, with the Jumbo MCAI gaining more (up 6.1 percent) than
the Conforming MCAI (up 1.1 percent).

Credit availability increased across the board in January, more than reversing December declines in
almost all componentindices. Jumbo credit programs rebounded most strongly and reached a new
series high, driven by an increase in the number of programs with reduced documentation
requirements. In government lending programs, credit availability remains somewhat lower than the
rest of 2017 — Lynn Fisher, Vice President of Research and Economics, MBA

Source: https://mba informz.net/informzdataservice/onlineversion/ind/b WFpbGluZ 2luc3RhbmNIaWQ9N; Y1Njl30CZzdWJz Y 3Jp Ym VyaWQ90ODUwWODE4Nzcz ; 2/6/18
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Current Housing Market

Pent-Up Demand and Continuing Price Increases:
The Outlook for Housing in 2018

“Consumption of goods and services other than housing has increased vigorously during recent
years, growingat an average annual rate of more than 3.5 percent (adjusted for inflation) from 2014
to 2017. In contrast, consumption ofhousing—the estimated aggregate rent ofall occupied
housingunits—has increased sluggishly, growingonly slightly above 1.5 percentannually over the
same period. The comparatively slow growth of housing consumption even as employmentand
income rise briskly suggests pent-up demand for housing may be increasing, both among existing
households wishingto move into larger apartments or houses and among individuals wishing to
leave their roommates and parents behind and form their own, new households by moving into
vacant apartments or houses.

Consistentwith increasing pent-up demand, the actual number of U.S. households has been falling
increasingly below a benchmark projection based on the composition of households by age and sex
in 2000 and changes in U.S. demographics since then (Rappaport2013). Attributing half of this
shortfall to long-run factors, such as rising student debt and the increasingly later age at which
adults firstmarry, the actual number of households at the end of 2017 was probably about 3.5
million below its trend level (Rappaport 2015, 2017). Correspondingly, the headship rate—theratio
of the number of households to the population — has yet to start rebounding from the recession. The
share ofadults living with their parents has likewise failed to break from its recessionary behavior.
For example, the share ofadults age 30—34 living with their parents increased from 9.5 percentin
2006 to 13 percentin 2012 to 15 percentin 2016.”— Jordan Rappaport, Senior Economist, The
Federal Reserve Bank of Kansas City

Source: https:/iwww.kansascityfed.org/en/publications/research/mb/articles/2018/pent-up-demand- continuing-price-increases; 1/10/18 ReturnTOC
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Chart 1: Home starts
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Pent-Up Demand and Continuing Price Increases:
The Outlook for Housing in 2018

“Meeting this pent-up demand for housingwouldrequirea large ramp up in construction. Single-
family construction, which has historically accounted for about four-fifths of new units, has only
partly rebounded fromits crash during the last recession and remains very low by historical
standards (Chart 1, blueline). In contrast, multifamily construction rebounded strongly following
therecession but has since fallen off (green line), largely reflecting rising vacancy rates in luxury
buildings, many near metropolitan downtowns. Vacancy rates for more moderately priced
apartments remain very low.” — Jordan Rappaport, Senior Economist, The Federal Reserve Bank of

Kansas City

Source: https:/iwww.kansascityfed.org/en/publications/research/mb/articles/2018/pent-up-demand- continuing-price-increases; 1/10/18
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Pent-Up Demand and Continuing Price Increases:
The Outlook for Housing in 2018

“One factor constraining home construction is a shortage of qualified workers. Annualized growth
in constructionemployment, both residential and nonresidential, slowed from 5 percent throughout
much of 2014 and 2015to less than 3 percent during2017. Maintaining even this slower
employment growth rate will be a challenge: the unemploymentrate is already near its lowest in

almost 50 years, and the U.S. working age population is expected to grow less than one-half percent

in 2018.

Another factor constraining home construction is the limited availability of undeveloped landin
desired locations. From before World War Il through the housingboomofthe early 2000s, single-
family homes were primarily constructed in large subdivisions near metropolitan peripheries, which
gradually pushed those peripheries farther from metropolitan downtowns. In many metros, this
outward movement may have reached its geographical limit, as households are reluctantto take on
increasingly longand congested commutes. Shifting single-family constructioninward from the
periphery will limit projects to a smaller scale. Andthehigher price of this land —as well as the
cost of tearing down existing structures —has encouraged builders to focus on constructing higher-
end homes to make a profit.

A third factor constraining home construction is land use regulation. In urban areas, builders face
maximum density restrictions, caps on permits, and lengthy approval processes. Andinsuburban
areas, minimum ot size and other requirements tightly restrict multifamily and high-density single-
family construction.

Despite these constraints, single-family construction will likely continue to grow at abouta 10
percent trendrate over the next few years. However, this growthis likely to oscillate significantly
from quarter to quarter. Multifamily constructionwill likely stabilizein 2018 astheboom in
downtown luxury projects unwinds.” — Jordan Rappaport, Senior Economist, The Federal Reserve
Bank of Kansas City

Source: https:/iwww.kansascityfed.org/en/publications/research/mb/articles/2018/pent-up-demand- continuing-price-increases; 1/10/18
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Pent-Up Demand and Continuing Price Increases:
The Outlook for Housing in 2018

“The low rate ofresidential construction has been contributing to the tight supply of existing homes
listed for sale. New construction provides liquidity to local housing markets, where households are
often both buyers andsellers. With fewer new homes from which to choose, many homeowners
considering upgrading have instead chosen to remain in their current homes and so have not listed
them for sale. Asa result, the number of existing homes for sale has decreased as well, dissuading
other homeowners from upgrading and further dampeningsales listings. This “vicious circle” has
limited the efficacy of risingsales prices in eliciting more listings. Sinceearly 2015, the number of
single-family homes listed for sale has steadily declined (Chart2, blue line). Correspondingly, the
ratio oflisted homes to monthly sales, also known as “months supply,” fell to 3.8 in November, its
lowest value since 1982, the earliest date for which data are available (green line).” — Jordan
Rappaport, Senior Economist, The Federal Reserve Bank of Kansas City

Source: https:/iwww.kansascityfed.org/en/publications/research/mb/articles/2018/pent-up-demand- continuing-price-increases; 1/10/18
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Chart 2: Sales listings of existing single-family homes
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Pent-Up Demand and Continuing Price Increases:
The Outlook for Housing in 2018

“Limited new construction and sales listings of low-end single-family homes have similarly
dissuaded many younger households from leaving their apartments to purchase homes, thereby
depressing the number of vacant apartments available for potential new households.

The pent-up demand for housing has put strong upward pressure on both rentsand sales prices,
which are likely to continuerisingthroughout2018. Multifamily rentshave been risingat more
thana 4 percent annual rate since mid-2014 (Chart 3, blue line). Single-family rentincreased ata
slightly slower ratein 2017 thanin the previous year, butits annual growth rate nevertheless
remains above 3 percent (orange line), significantly higher thanthe rate at which prices for most
other goods andservices increased. Growth of single-family sales prices accelerated from an
annual rate of 5.5 percent at thestartof 2017 to 7 percent by year-end (green line).” — Jordan
Rappaport, Senior Economist, The Federal Reserve Bank of Kansas City

Source: https:/iwww.kansascityfed.org/en/publications/research/mb/articles/2018/pent-up-demand- continuing-price-increases; 1/10/18
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Chart 3: Rents and sales prices
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Pent-Up Demand and Continuing Price Increases:
The Outlook for Housing in 2018

“Despite theseelevated price increases, single-family homes on average do not appear to be
significantly overvalued. Tobesure, the national level of single-family home prices has risen back
up toits peak priorto the housingcrisis (Chart4, blue line). But relativeto single-family rents,
national home prices remain only moderately higher than their average during the 1990s (orange
line). Relativeto capitalized rents—a benchmark valuation constructed by dividing the estimated
annualrentfor ahome by the mortgage interest rate plusa 3 percent cost that captures ownership
expenses —national home prices are below their average during the 1990s (green line), allowing
some buffer to absorb increases in mortgage interest rates and modest downward pressure from
recently enacted tax changes without reversing the upward price trend.

Lookingbeyond 2018, multifamily construction, which requires far less land and only half the labor
input per unitas single-family construction, may be able to meet a large portion of pent-up demand
as aging baby boomers increasingly downsize into multifamily units. Thisdownsizingappearsto
be just now getting underway, as the leading edge of the baby boom, those bornfrom 1946to 1950,
recently entered their late sixties. From2010to 2015, the share of these boomer households living
in multifamily unitsincreased by 1 percentage point, freeingup almost 100,000 single-family
homes. Thedoubling ofthe standard tax deduction will likely accelerate this shift by significantly
lowering the tax penalty of switching from homeownership to renting.

However, land-use regulations—especially in the suburbs—will considerably limit the ability of
multifamily constructionto meet pent-up demand. Numerous anecdotes suggest thatdownsizing
baby boomerswish to continueto live near their currentsingle-family homes, close to family and
friends. Suburbanmunicipalities that modify regulations to allow for more flexible land use are
likely to benefit existing residents, both aging baby boomers and their adult children, as single-
family homes turn over to younger households.” — Jordan Rappaport, Senior Economist, The
Federal Reserve Bank of Kansas City

Source: https:/iwww.kansascityfed.org/en/publications/research/mb/articles/2018/pent-up-demand- continuing-price-increases; 1/10/18 ReturnTOC
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Chart 4: Single-family sales prices
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Source: https:/iwww.kansascityfed.org/en/publications/research/mb/articles/2018/pent-up-demand- continuing-price-increases; 1/10/18 ReturnTOC
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Freddie Mac Multifamily 2018 Outlook
2017 in Review: Growth Continued with Slow Moderation

“Although the multifamily market has been moderating since the cyclical peak in 2015, it remained
strongin 2017. Vacancy rates continued their upward trend throughout the year, but less sharply
than originally anticipated, which allowed for stronger-than-expected rentgrowth. Construction
delays over the last few years have slowed unit completions, generally giving demand time to
absorb mostofthe new supply. Theslower the new supply is released to the market, the less
dramaticthe impactto vacancy ratesand rent growth. Because dynamics vary acrossindividual
metros, new units have been entering some markets faster than demand can absorb them.

With the economy adding jobs at a good pace and moderate wage growth, household formations are
growing, but more slowly than in the previous few years. As ofthethird quarter 2017, 620,000
new householdswere formed over the past year. While full year data is not yet available, owner
household formations outpaced renter household formations so far in 2017. Ifthe trend holds for
the full year, it will be the first time since 2006 that more owner households than renter households
formed. In fact, total renter households — including single-family and multifamily — saw a reduction
over the pastyear by 150,000, while owner households wereup 770,000. As aresult, the
homeownership rateroseto 63.9 percentin third quarter, increasing 20 bpsover the last quarterand
40 bpsover the last year..”— Freddie Mac Multifamily Research Team

Source: http://iwww.freddiemac.com/multifamily/pdf/2018_year_outlook.pdf/; 1/23/18
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Freddie Mac Multifamily 2018 Outlook

“While total renter households are a proxy for multifamily absorptions, multifamily-specific data
from RealPage shows a slightly different story. Annualized absorptionsremained positive so far
this year, but slowed in the third quarter comparedto the prior few years, as shown in Exhibit 1.
Annualized absorptions were reported at 150,000 units in the third quarter, compared to an annual
average of 250,000 goingback to 2010. Butone off quarteris not enough to know whether thisis a
turning pointor ablip and, with the second-quarter absorptionrate in line with the prior few years,
we do not see it as a sign of multifamily demand drivers weakening. In fact, dueto strong
absorptionsin the prior few quarters, the four-quarter moving average remains robust at 240,000
units. The currentdemographicdriversfor multifamily demandremainstrong, given the size of the
Millennial and Baby Boom cohorts, an increasingly ethnically diverse population, and household
preferences for rental housing.

Completionsincreased thisyear after flat growthin 2016, as shown in Exhibit2. For the 12 months
ending November 2017, 350,000 units were delivered, an increase of 12.3 percent compared to the
12 monthsending November 2016. New construction continues to slow compared to the prior few
years; multifamily permitsand starts are down 11.4 percentand 9.8 percent, respectively, since
2015.

With all the new deliveries, supply slightly outpaced demand and vacancy rates increased
marginally over the past few months. Whilethe firms tracking the market all report vacancy rates
trended higher, the level and change in vacancy varies a bit: We forecast a year-end vacancy rate of
4.8 percentin 2017, up 60 bpsyear-over-year. Meanwhile, preliminary fourth quarter reports show
a more subdued increase in vacancy rates: Reis forecasts a year-end vacancy rate of 4.5 percent, up
30 bps year-over-year, while Axiometrics forecasts a higher rate of 5.5 percent, but remained flat
over thepastyear.”— Freddie Mac Multifamily Research Team

Source: http://iwww.freddiemac.com/multifamily/pdf/2018_year_outlook.pdf/; 1/23/18
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- Exhibit 1: Annual Multifamily Absorptions
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Exhibit 2: Multifamily Starts and Completions (5+ Units) and
- Renter Households
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Freddie Mac Multifamily 2018 Outlook

“In most markets, rent growth continued to moderate in 2017, but less severely than anticipated at
the beginning of the year. We forecast askingrent growth of 3.8 percent through 2017, while Reis
preliminary fourth quarter results forecasts annual asking rent at 3.9 percentand effective rent
growth of 3.3 percent and Axiometrics expects slightly more subdued growth of 2.5 percent. Reis
forecastsyear-endasking rent growth in line with 2016 growth; however, increased concessions
from new buildings could bring effective rent growth slightly below 2016 levels. Combinedwith
vacancy rates, grossincomeis expected to comein around 3.1 percentin 2017, slightly below the
long-run average going back to 1990. It continues to grow faster thaninflation, though, andat a
healthy rate, given the large influx of supply.

With rents increasing, it is intuitive that multifamily property prices would haveaalso risen. Inthe
pastseven years, gross income growth has outpaced the long-run average, driving up investment
returns and demand for multifamily investments. Property prices, in turn, have increased faster
than the historical average. Despiteaslow start to the year, property price growth remained strong
through third quarter, averaging 10 percent annually, according to Real Capital Analytics (RCA), as
shown in Exhibit 3. This compares favorably to the 6 percent annual average growth since 2000,
but is less than theaverage of 12 percent since 2012. While moderating rentsand vacancies had
someimpact on property prices, higher Treasury rates and overall market uncertainty in the first
partoftheyear also tempered property prices.”— Freddie Mac Multifamily Research Team

Source: http:/fiwww.freddiemac.com/multifamily/pdf/2018_year_outlook.pdf/; 1/23/18 ReturnTOC
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Freddie Mac Multifamily 2018 Outlook
2018 and Beyond: Status Quo

“Most measures suggest the multifamily market will continue to grow in line with the historical
averagethrough 2018. The labor market again will drive market growth. Employment growth in
2018 is expected to remain near 2017 levels, but this growth rate cannot be sustained much longer,
given the very low unemploymentrate and shrinking pool of available workers. With full
employmentalso comes higher wage growth, which is expected to pick up during the year,
encouraging more household formations. Furthermore, there are still pent-up households that may
be formed with continued economic expansion. Demand for multifamily units is expected to stay
strong because of these economic factors as well as lifestyle preferences and demographic trends —
such as Millennials, Baby Boomers, and increasing diversity — that are fueling an increase in
rentership.

Regarding supply, new completions are expected to peak through theend of 2017 and into the
beginningof 2018. New completionsare estimated to reach between 360,000 and 370,000 units
nationally in 2017, and could go slightly higher in 2018 before leveling off near currentstart levels.
The new supply is expected to outpace demand nationally in the short-term, causing vacancy rates
to continueto increase. Despite lower absorptionratesin the third quarter of2017, RealPage
forecaststhatabsorptions will pick up through 2018 but remain lower than new supply enteringthe
market. Vacancy rates, therefore, will increase, but forecasts vary on the extent ofthe rise.” —
Freddie Mac Multifamily Research Team

Source: http://iwww.freddiemac.com/multifamily/pdf/2018_year_outlook.pdf/; 1/23/18
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Freddie Mac Multifamily 2018 Outlook

2018 and Beyond: Status Quo

“We forecast that vacancy rates could increase by as much as 40 to 60 bps in 2018 if supply
increases and demandstaysat currentlevels. Thehigh end of therange would putthe year-end
level in line with its historical average of 5.3 percent. Anincrease of 60 bps would be an unlikely
severe case where new supply increases butdemand does not increase from current levels. We
expect thatdemand will also increase as more available units entice household formations. Also, if
2017 vacancy ratescome in lower than anticipated, we expect rates will have a better chance of
remaining below the historical average through 2018. Other forecasts (Reis, Axiometrics,and
Realpage) anticipate an increase in vacancy rates by only 20 to 30 bps. Expectations are for
vacancy ratesto increase to their long-runaverage over the next few years. Over the pastseveral
years, vacancy rates have remained lower than expected, despite higher levels of new supply and
have taken longer to increase than anticipated. The same might happenagain in 2018.

Despite higher vacancy rates, asking rents are expected to grow by 3.8 percent nationally —in line
with 2016 and 2017 growth. Thisis above the long-run average going back to 1990 of 3.4 percent.
Based on this rent growth, combined with the higher vacancy rate, gross income growth is expected
to be in line with 2017 growth, justslightly below the long-run average, as shown in Exhibit 4, but
remain abovethe 2 percent inflation target set by the Federal Open Market Committee (FOMC).” —
Freddie Mac Multifamily Research Team

Source: http://iwww.freddiemac.com/multifamily/pdf/2018_year_outlook.pdf/; 1/23/18
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Exhibit 4: Vacancy Rate and Gross Income Growth, History and
Forecast
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Freddie Mac Multifamily 2018 Outlook
2018 and Beyond: Status Quo

“At the national level, performance is expected to remain in line with the historical average but, as
always, performance across metros areas will vary. Construction starts in many marketsare
elevated compared to levels in the early 2000s and several metros have vacancy rates above their
historical averages. ... areas with below-historical-average vacancy rates (for example, Colorado
Springs, Raleigh, and Tacoma) are better poised to absorb new supply without significantly
disrupting multifamily performance. However, areas with increased new supply and above-
historical-average vacancy rates (for example, San Francisco and Washington,

D.C.) can expect slower absorption and potential negative impacts on multifamily fundamentals.

New constructionstarts have pulled back in several metros, most notably Nashville, Oklahoma

City, Raleigh, and Washington, D.C. At thesametime, construction hasincreased in several places:

Denver, Oakland, San Jose, and Tacoma. For most metros, vacancy rates in 2018 are expected to

increase but remain below their historical averages, implying there is room for more supplyto be
absorbed.

Rent growth in all metros is expected to remain above the FOMC’s target inflationary rate of2
percent, exceptfor New York City and Washington, D.C. —two areas experiencing some of the
highest levels of completions. Southern California (comprising San Diego, Los Angeles, Riverside,
and Orange County) also will experience below-historical-average rent growth.” — Freddie Mac
Multifamily Research Team

Source: http://iwww.freddiemac.com/multifamily/pdf/2018_year_outlook.pdf/; 1/23/18
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Freddie Mac Multifamily 2018 Outlook
2018 and Beyond: Status Quo

“Takingthese factors into account, halfofthe top 10 metrosbased on grossincome growthin 2018
will be in western states and the rest in secondary and tertiary markets in Florida and Ohio, as
shown in Exhibit7. The five western markets (the West Coast metrosalong with Colorado Springs)
will see gross income moderate in 2018 from 2017 levels and vacancy rates increase slightly, but
remain robust dueto strong demanddrivers for multifamily rentalsin those areas. Ontheother
hand, the metrosin Florida and Ohio will see gross incomeincrease in 2018 from 2017 levels and,
In some cases, vacancy rates decline. Growthis expected to be strongin these secondaryand
tertiary markets because limited new supply will keep vacancy rates well below their respective
historical averages. Meanwhile, strongemploymentandwage growth is expected, which will allow
rentsto riseabove the national average.

Overall, the multifamily market outlook remains positive, even as it continues to moderate.
Employment growth will stay above population growth, fueling demand for housing units, while
demographicand lifestyle preferences continue to favor rental housing. New completionsare
expected to peakin late 2017 and into early 2018, pushing vacancy rates up butstrong demand will
keep rent growthabove expected inflation. It will take longer to absorb new units in someareas
thaninprioryears. Strongfundamentalsand investor demand will boost property prices and
market activity, leading to higher origination volume, which we predict it will hit another recordin
2018.”— Freddie Mac Multifamily Research Team

Source: http://iwww.freddiemac.com/multifamily/pdf/2018_year_outlook.pdf/; 1/23/18
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Exhibit 7: Top 10 Metros by Gross Income Growth for 2018

Metropolitan Area + 2017 Annualized : 2017 Vacancy : 2018 Annualized : 2018 Vacancy
+ Growth in Gross Rate +  Growth in Gross Rate
i Income i i Income '
Sacramento 5.7% 2.9% 4.8% L 3.2%
Portland : 5.3% : 5.2% : 4.6% : 5.3%
Tacoma § 5.7% § 3.0% § 4.5% i 33%
Seattle ! 6.6% ! 5.0% ! 4.3% i 56%
Cleveland ! 3.7% ! 3.0% ! 4.2% L 31%
Ft. Lauderdale : 3.3% : 4.7% : 41% L 4.5%
Tampa : 3.4% : 5.0% : 4.0% : 5.6%
Cincinnati ! 3.5% ! 4.3% ! 3.9% ! 4.5%
Colorado Springs § 5.3% § 3.7% § 3.9% L 48%
West Palm Beach : 3.4% : 4.4% : 3.8% : 4.9%
United States (top 70 metros) 3.1% i 4.8% i 3.2% i 5.4%

Sources: Source: Freddie Mac projections

Source: http:/fiwww.freddiemac.com/multifamily/pdf/2018_year_outlook.pdf/; 1/23/18 ReturnTOC
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Forecasted National Multifamily Trends
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Fannie Mae Multifamily Market Commentary: January 2018
Continued Demand, Just Not Everywhere

“The U.S. multifamily sector has had a solid run since 2010, with increasing rent growthand low
vacancies. Key fundamentalshave propelled the multifamily sector over the past few years:
favorable demographictrends, continued job growth, and increasing renter household formations.
There are more than 80 million Millennials, making them the nation’s largest population cohort,
accordingto the Census Bureau, and this is the cohort that is expected to continue driving demand
for housing, including multifamily rental housing, over the next few years.”— Kim Betancourt,
Director of Economics and Tim Komosa, Economist Manager, Multifamily Economics and Market
Research, Fannie Mae

Source: http://iwww.fanniemae.com/resources/file/research/emma/pdf/MF_Market Commentary_012218.pdf; 1/18/18 ReturnTOC
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Fannie Mae Multifamily Market Commentary: January 2018

“Demand remained positive in 2017, but that was not the case everywhere. Too much supply of
Class A units in some of the nation’s major metropolitan areas resulted in lower rent growth and
risingvacancies. In 2018, the national vacancy rate is expected to increase slightly, and, while rent
growth should remain positive, it is expected to grow at a more modest pace. Nevertheless, the
outlook for the national multifamily sector is that it should remain fairly stable in 2018.

Net Absorption — Continued Slowdown Expected

Demand for multifamily rental units remained positive throughout 2017. Net absorption likely
totaled about +279,000 units absorbed, according to datafrom CoStar. CoStar expects net
absorption in 2018 to remain positive, although at a lower level than last year, possibly fallingto
about+267,000 unitsabsorbed. Net absorption is expected to improve beginning in mid-2019, as
seen in the chart.

Vacancy Level Expected to Keep Increasing

The national multifamily vacancy rateis expected to rise in 2018, primarily dueto the onslaught of
new supply expected to complete and come online over the next 12 to 18 months. Since most of this
new supply is concentrated in a limited number of submarkets in only about 12 metros, supply is
expected to continue outpacing demand in these metros, thereby pushing the national vacancy rate
upward, as illustrated in the chart above. The vacancy rate is likely to return to more historical
levels and then remain fairly stable further out into the forecast, due to ongoing favorable future job
growth and demographic projections.

Indeed, the Fannie Mae Multifamily Economic and Market Research team is anticipating that the
U.S. multifamily vacancy rate will remain in the 5.5 percent range during the early part of 2018,
from 5.25 percentas of third quarter 2017, and could end the year in the 5.75t0 6.0 percentrange.
Thiswould bring the national vacancy rate nearer its recent historical average of 6.0 percent.” —
Kim Betancourt, Director of Economics and Tim Komosa, Economist Manager, Multifamily
Economics and Market Research, Fannie Mae

Source: http://iwww.fanniemae.com/resources/file/research/emma/pdf/MF_Market Commentary_012218.pdf; 1/18/18
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Fannie Mae Multifamily Market Commentary: January 2018
Rent Growth Expected to Remain Fairly Stable

“Rent growth was positive but likely ended 2017 at about 2.5 percent, slightly ahead of the pace of
inflation, which grew 2.2 percent year over year as of the end of November 2017. There has been
aboveaveragerent growth since 2011, and 2017 was the first time since then that the national
estimated rent growth was below 3.0 percent. The expectationfor 2018 is that rent growth will
once again be positive but is likely to moderate and range from 2.0 percentto 2.5 percent.

As seen in the chart below, multifamily concessions for all property classes remain at low levels,
despiterecent trends. Although it appearsthat Class C concessions have significantly increased, it
appearsto have been influenced by one metro in particular: Honolulu, with a Class C concession
rateat nearly -11 percent.

In addition, national Class C rent growthin 2017 was at 2.2 percentaccording to Axiometrics,
comparedto just 1.7 percent for Class A, indicating that property owners are offering more
generous concessions up frontfor Class C units to lock in higher rents.

As more new supply comes online this year, the national concession rate is expected to increase,
and more dramatically in certain metrosthatare in the midst of an oversupply of Class Aunits. Yet,
some property ownersare already starting to forego offering larger concessions and are just
dropping askingrents. For example, the New York metro concessionrate is well above the national
averageat-1.3 percentas of December 2017, butits rent growth is also negative at -0.5 percent.
And rent growthis even worse for its Class Asegment, at -1.0 percent, accordingto data from
Axiometrics.”— Kim Betancourt, Director of Economics and Tim Komosa, Economist Manager,
Multifamily Economics and Market Research, Fannie Mae

Source: http://iwww.fanniemae.com/resources/file/research/emma/pdf/MF_Market Commentary_012218.pdf; 1/18/18 ReturnTOC
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National Multifamily Concession Rate by Class
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Fannie Mae Multifamily Market Commentary: January 2018
Multifamily New Supply Expected to Peak in 2018

“As seen in the chart on the following page, the amount of multifamily new construction remains
elevated, with deliveries expected to peakin 2018.

Accordingto the Dodge Data & Analytics SupplyTrack data, which distinguishes between
multifamily properties consisting of apartmentand condo units, about 381,000 apartment units were
completed in 2017, withanother 443,000 unitsexpected to comeonlinein 2018. In comparison,
only about59,000 condo units cameonlinein 2017 and there are only about 64,000 condo units
expected in 2018. Thebiggest concern for the multifamily sector is that most of the new apartment
rental supply underway is believed to consist of Class A units, which command the highest rent
level. Butin many metros, itis these Class A units thatare already starting to experience declining
rents.” — Kim Betancourt, Director of Economics and Tim Komosa, Economist Manager,
Multifamily Economics and Market Research, Fannie Mae

Source: http://iwww.fanniemae.com/resources/file/research/emma/pdf/MF_Market Commentary_012218.pdf; 1/18/18 ReturnTOC
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Multifamily New Construction
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Source: Dodge Data & Analytics, January 2017 — Metros with 5,000 or more units underway or
completed.

*Anticipated delivery date.

Fannie Mae Multifamily Market Commentary: January 2018

Too Much Supply in Some Metros
“At a national level, that amount of new multifamily units beingadded to the existing stock is not
that unreasonable. Job growth is expected tobeat 1.5 percent in 2018, according to Fannie Mae’s
Economicand Strategic Research Group forecast, which would add about 2.3 million new jobs.
Based on that amount, multifamily rental demand could range from 380,000 unitsto 460,000
units.”— Kim Betancourt, Director of Economics and Tim Komosa, Economist Manager,
Multifamily Economics and Market Research, Fannie Mae

Source: http://iwww.fanniemae.com/resources/file/research/emma/pdf/MF_Market Commentary_012218.pdf; 1/18/18
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Multifamily Apartiment Units Underway — Select Metros
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Fannie Mae Multifamily Market Commentary: January 2018

“The reason that level of multifamily rental demand is not likely to occur is because much of the
new supply is primarily concentrated in about 10 to 12 metros, as seen in the chart below, and most
of that is further concentrated in certain submarkets. Andtheestimatedamountofnational job
growth, and its anticipated accompanying demand, is not going to be concentrated in just a handful
of metros, which is why supply is expected to outpace demand in many of these metros over the
next 12 to 18 months.” — Kim Betancourt, Director of Economics and Tim Komosa, Economist
Manager, Multifamily Economics and Market Research, Fannie Mae

Source: http://iwww.fanniemae.com/resources/file/research/emma/pdf/MF_Market Commentary_012218.pdf; 1/18/18 ReturnTOC
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Fannie Mae Multifamily Market Commentary: January 2018
Job Growth Slowing in Some Metros with New Supply
“Although thenation is expected to see positive job growth this year, that doesn’t mean thatall

metros will experience the same level of employment growth, as illustrated in the two charts below.

Although Fannie Mae’s Economic and Strategic Research Group forecast for 2018 anticipates
national employment growth rate of 1.5 percent, there area number of metros expected to have
employment growth below the national estimate, including Boston, New York, and Washington,
DC, all metroswith a large amount of new multifamily rental supply on the horizon.

The New York metro is expecting the largest amount of new supply, with more than 59,000 units
underway, of which 45,000 units are expected this year alone. Based on its lackluster anticipated
job growth rate, at best the metro could produce demand for only about 23,000 multifamily rental
units. Bostonhas nearly 21,000 unitsunderway, of which nearly 15,000 unitsare expected to
deliverin 2018. Based on an anticipated job growthrate of just 1.2 percent, potential multifamily
demand of about 4,100 unitswill fall far short of upcomingsupply. Washington, DC has more
than 21,000 unitsexpected to comeonlinethis year, yet anticipated job growth of 1.2 percent will
at best produce demand for just 10,000 units. Asaresult, all three of these metros began
experiencing negative rent growth during the latter part of 2017 and will likely continueto do so in
2018.”— Kim Betancourt, Director of Economics and Tim Komosa, Economist Manager,
Multifamily Economics and Market Research, Fannie Mae

Source: http://www.fanniemae.com/resources/file/research/emma/pdf/MF_Market Commentary_012218.pdf; 1/18/18

ReturnTOC



Current Housing Market

Fannie Mae Multifamily Market Commentary: January 2018
Other Metros Possibly Undersupplied

“Job growth in other metros is expected to fare better, as seen below. Some of the Florida metros,
including Jacksonville, Orlando, Tampa, and Miami, are expected to far surpass the national
average. Dallasand Austin areexpected to see job growth of morethan 2.0 percentdueto
continued expansion in the professional services, technology, healthcare, and transportation sectors.

At 3.2 percent, Jacksonville has one of the highest projected job growthrates in the nation. The
metro could easily produce demand for a minimum of 3,600 units, yet fewer than 1,800 units are
expected this year. LasVegasiseven morecompelling. With expected job growth of nearly 3.0
percent, there could be demand for at least 6,000 units, yet only about 3,000 unitsare expected to
come onlinein 2018. Phoenixis another “good news” story, with anticipated job growth 0f2.6
percent. Thatcould produce demand for at least 10,000 units, yet only about 8,000 unitsare
expected this year.”— Kim Betancourt, Director of Economicsand Tim Komosa, Economist
Manager, Multifamily Economics and Market Research, Fannie Mae

Source: http://www.fanniemae.com/resources/file/research/emma/pdf/MF_Market Commentary_012218.pdf; 1/18/18 ReturnTOC
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Select Markets with Higher Expected 2018
Employment Growth
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Fannie Mae Multifamily Market Commentary: January 2018
2018 Outlook: More of the Same

“The outlook for the multifamily sector in 2018 remains positive but relatively stable. Multifamily
mortgage origination volume levels are expected to remain similar to, or slightly lower than, 2017’s
activity levels. The Mortgage Bankers’ Association anticipates multifamily originations volume to
reach $258 billion, down compared to its estimated $271 billion for 2017.

The amount of new supply expected to come online this year is mostly located in about 10 to 12
metros, some of which are likely to experience a slow-down in demand due to upcoming
oversupply. Whilethere should be job growth spurring continued rental household formations, this
concentrated amount of supply — consisting primarily of Class A units —will likely cause a
disruption in underlying fundamentals in certain metros. Risingvacancy levels and reduced or
negative rent growth could occur in certain submarkets, which in turn is likely to negatively affect
overall trends in the nation’s oversupplied metros.

It is important to keep in mind that this slowdown is expected to be short-lived, occurring over the
next 12 to 18 months. After that time, we expect that the multifamily sector’s underlying
fundamentals will improve, as new supply slows and stable job growth and demographic trends
continue, resulting in increased demand.” — Kim Betancourt, Director of Economics and Tim
Komosa, Economist Manager, Multifamily Economics and Market Research, Fannie Mae

Source: http://www.fanniemae.com/resources/file/research/emma/pdf/MF_Market Commentary_012218.pdf; 1/18/18
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Summary

In summary:

December’s dataindicated seasonal slowdowns and substantial revisions to previous month’s
datain discreteseries. TheU.S. housingmarketcan be summed as in a steady, slow-growth mode.
Monthly construction spending was lackluster, as SF and improvementexpenditures were barely
positive on a month-over-month basis — as the case for the past few months. Onecanalso argue
that this is typical for a winter month. Once more, new SF lower-priced tier house sales were well
less than historical averages. It warrants repeating, the market needs consistentimprovementin this
category to influence the housing construction market upward.

Housing, in the majority of categories, continues to be substantially less than their historical
averages. Thenew SF housing constructionsector is where the majority of value-added forest
productsare utilized and this housing sector has room for improvement.

Pros:
1)

Cons:

Historically low interestratesare still in effect, though in aggregate rates are
incrementally rising (future Fed actions may indirectly cause i-rates to rise);

As a result, housing affordability is good for many in the U.S. — but not all of the U.S;
Select builders are beginning to focus on entry-level houses.

Lot availability and building regulations (accordingto several sources);

Household formations are still lagging historical averages;

Changing attitudes towards SF ownership;

Job creation is improving and consistent but some economists question the quantity
and types of jobs being created;

Debt: Corporate, personal, government— United States and globally;

Other global uncertainties.
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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 November 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 specificadditional 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 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 contactthe author. Virginia Tech is an equal op portunity provider and
employer.
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U.S. Department of Agriculture Disclaimer

Disclaimer of Non-endorsement

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

Disclaimer of Liability

With respect to documents available from this server, neither the United States Government nor any of its employees, makes
any warranty, express 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 the U.S. Department of Agriculture of the linked
web sites, or the information, products or services contained therein. Unless otherwise specified, the Department does not
exercise any editorial control over the information you November find at these locations. All links are provided with the
intent of meeting the mission of the Department and the Forest Service 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

The U.S. Department of Agriculture (USDA) 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. (Not all prohibited bases apply to all programs.) Persons with disabilities who require
alternative means for communication of program information (Braille, large print, audiotape, etc.) should contact USDA's
TARGET Centerat 202.720.2600 (voice and TDD). To file a complaint of discrimination write to USDA, Director, Office of
Civil Rights, 1400 Independence Avenue, S.W., Washington, D.C. 20250-9410 or call 800.795.3272 (voice) or 202.720.6382
(TDD). The USDA is an equal opportunity provider and employer.
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