Louisiana

7a
Forest
Products A .
Development ]

Center 21 May 2015

SENT TO LSU AGCENTER/LOUISIANA FOREST PRODUCTS DEVELOPMENT CENTER - FOREST SECTOR / FORESTY PRODUCTS INTEREST GROUP

(As always, Thank you Al)
To all;

Attached is latest note. April starts were up considerably, so lets hope things may be getting better. This
is the spring building season!

Still lots of problems facing housing - credit issues; jobs; economy; strong dollar hurting exports; etc. |
still think debt in the USA, and the rest of the world is going to cause serious problems going

forward. Many countries are defacing their currencies ( quantitative easing, etc.) to promote growth, but
incurring huge amounts of debt in the process. And, to date, this strategy has had only limited success.
The debt problem isn't just with federal governments, but many state governments in USA, along with
consumer debt in USA, Canada ( per capita debt in Canada exceeds USA), China, Europe,.... The big
problem with debt is repayment - where the money comes from to pay off the debt - and the programs
that are sacrificed in the process. ['ve said this several times before - debt is OK if you are investing for
your future ( building infrastructure, R&D, health care, education, ....). But, sadly, much of the debt today
is for consumption.

All this to say, interesting times ahead, but I believe we will get our collective acts together, and address
the various problems. Housing's future ( and wood products) depend on a strong economy.

Al Schuler

Richard P. Vlosky, Ph.D.

Director Louisiana Forest Products Development Center
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Housing comments — May , 2015 - great month this time!!!

- March starts increased 20% (to 1.135million, annual rate) from previous
month, with single family coming in at 0.733 million(SAAR) — a major
improvement from previous month, and, 9.2% above last year.

- Multi family continues to be the driver (35% of total) — rental prices still
increasing — single family sales remain weak and this has big impact on wood
product prices. This trend will probably continue for some time.

- Economic issues - slowing world economy( China GDP slowest in past 6
years); sub par domestic job market; sluggish income growth;
continuing tight domestic credit environment .

- Main problem (short term) continues to be the job market. Unemployment rate
keeps coming down, but good jobs remain scarce, and many people are working
two or more jobs to make ends meet.

Longer term — makeup of U.S. economy is changing and this is impacting
spending patterns and housing choices — shrinking middle class as top and
bottom income earners grow.

- In addition, there are growing concerns that 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. E.g.,
higher paying jobs with benefits in the goods producing sector employs 13.9% of
the workforce - use to be 25 - 30% in the 1970’s. Lower paying service sector
now 71% - use to be 50%.



Housing inventory — short supply is driving up prices!

One more issue impacting housing — with starts remaining weak, we will
See a continuing shortage of inventory, and that means higher prices. Many
Builders just don’t see enough traffic supporting an increase in starts. In the
Resale market, many people can’t list their homes due to foreclosure issues,
Underwater mortgages, Job problems, credit issues, etc.

Current inventory is 4.6 months for new homes and 4.7 months for

existing homes — six months supply is considered a ‘healthy market”

Another good article on current housing situation re: dilemma for 18t time
Buyers. Limited choices; higher prices; weak income growth; weak

New home construction; --- short supply drives prices higher putting more
15t time buyers out of the market. I've said this before —return of 1sttime

Buyers is needed before housing returns to “normal”!
( )
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Existing home inventory — short supply drives prices
higher

Months supply, single family
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Still Rising

Analyzing economic factors and including
suburbs, Local Market Monitor forecasts 2%-9%
growth in home prices in these 10 markets.

Avg. 12 Mos.
Home Price Growth
Richest Markets (Thous.) Forecast

San Francisco $859 5%
Los Angeles 433 8
San Diego 400

New York 392

Washington 356

Cheapest Markets
Detroit

Cleveland
Las Vegas
Tampa
Atlanta

Source: Local Market Monitor

Source: Barrons (


http://online.barrons.com/articles/nearing-peak-u-s-home-price-gains-to-slow-1429318832?tesla=y&mod=BOL_twm_ls

Another headwind - stronger dollar crimping demand in markets
Popular with foreigners

Relative Real Estate

he dollar’s increase against many other currencies has made U.S. real estate more expensive for foreign
investors. The change is particularly important in markets with a high concentration of foreign buyers, such as
Phoenix and Miami. .

Metro-area median home price, change from a year earlier
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Source: WSJ (



http://www.wsj.com/articles/strong-dollar-makes-u-s-real-estate-less-attractive-to-foreigners-1431713598

Debt issues — much of world is in debt ( lots of debt)
As they try to revive stagnating economies



Rule of thumb —when debt exceed 90% of GDP, it becomes almost Impossible to
recover as carrying costs, austerity programs, etc. severely damage the
economy’s ability to grow And function . Greece is latest example. So far, we're
fortunate that the world still has faith in the U.S. dollar, and continues to fund our
Spending habits.

FRED "o — Federal Debt: Total Public Debt as Percent of Gross Domestic Product
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USA --Total Public Debt has tripled in past 15 years

FRED,“:; — Federal Debt: Total Public Debt
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Again - printing money and issuing debt isn’t the answer
— weak demand Is the main problem

Asia’s Debt Trap

Interest rates have come ..but demand and consumer ..and growth has continued
down across Asia... prices have remained low... to slow across the region
Interest rates Inflation, change from a year GDP, change from a year earlier
earlier
4% 3% 7.0%
Bank lending rate
5.35%

1.75%

Cash rate
2.25%
1.2%
(forecast)

‘2013114 ' ' [15

C CEIC; Deutsche Bank (Australian inflation for 1Q 2015); TD Securities (Forecast for Australian gross
domestic product for 1Q 2015); WSJ poll of seven economists (South Korea GDP forecast for 1Q 2015) THE WALL STREET JOURNAL.

http://www.wsj.com/articles/debt-piles-up-in-asia-threatening-growth-1429645244



Lots of debt in China

Redder China Bl
Chinese debt, % of GDP, from:

B households B non-financial corporate
I government financial sector
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Source: the economist (


http://www.economist.com/news/briefing/21648567-chinese-growth-losing-altitude-will-it-be-soft-or-hard-landing-coming-down-earth

China’s economy - slowing down

The shape of things to come El
Contribution to China’s GDP growth

Percentage points, from:

B investment consumption net exports
=== (;DP, % increase on a year earlier

15
FORECAST

2000 05

Sources: Haver Analytics;
Economist Intelligence Unit *Estimate

Source: the economist (


http://www.economist.com/news/briefing/21648567-chinese-growth-losing-altitude-will-it-be-soft-or-hard-landing-coming-down-earth

“Low inflation world” is symptom of weak demand as noted by recent
WSJ article - this could be a structural /long term problem

One solution --- technology that spawns new industries that fulfill
Demands not currently met by existing products — weak demand is
the problem

The problem is primarily due to excess capacity relative to demand - WSJ

The answer to weak growth isn’t currency devaluation — it's growing/creating demand
for products, services, etc. That means investment, product development —this
requires research, infrastructure spending , tax reform, better education. Thisis a
structural problem that will take years/decades to remedy, and unfavorable
demographics in Europe, Japan, and the USA are going to make this more challenging.
The world needs new industries based on new products —this creates needed demand
and jobs. “Necessity is the mother of invention”. Find the needs that aren’t being met
by existing products.

E.g., New technology and innovations create new products/services desired by
consumers and demand for such products will create jobs, income, ... E.g., Apple
products do this all the time. Other examples include new medical devices/products;
computing innovations; 3D printing .. Prior examples include the jet engine; cotton
gin; model T Ford; MMM’s numerous innovations; the telephone; ---- each invention
spawned new industries creating jobs to produce desired products — new technology
could help us solve the demand problem, but we need to do the research to develop
new technology, and we need a supportive government and tax system that can help
create an environment that encourages innovation, risk taking, etc.



Low inflation on this scale is a symptom of weak demand — printing money won’t solve
the problem —like “pushing on a string” — solution is new products, new

Industries — this requires R&D; infrastructure investment; better education;...

And, a government supporting a business environment that encourages risk

Taking, innovation, .... (tax and regulatory reform would be good start)

Target Practice

Core prices for five economies,
change from a vear earlier

China
U.K.

U.S.

Euro area

Japan

Note: For most recently reported month.
Japan figure excludes sales-tax effect.

Source: Central banks and government
statistical agencies

THE WALL STREET JOURNAL.
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If Economic Cycle Theorists Are Correct, “2015 To 2020 Will Be Pure Hell
For The United States” - Michael Synder’s article referring to Kondratiev cycle/wave
Explanation of current economic problems in USA and much of rest of world

Source; Michael Synder, http://michaelsnyder.mensnewsdaily.com/2014/05/if-economic-cycle-theorists-are-correct-2015-to-2020-will-be-pure-hell-for-the-united-states/




Another article in WSJ - Ben Bernake versus Larry Summers

( )
Tries to explain why economic growth has been so slow in recent years. Discussion
Between Ben Bernake and Larry Summers centers around real interest rates (nominal rate
minus inflation) — when they are low for an extended time ( 4- 5 years), it indicates
something is wrong with the economy. l.e., when demand for money is low, this keeps
interest rates low. Summers argues that it is the result of weak investment
because companies see little need to expand Plant capacities because demand is lacking,
or existing capacities are sufficient to produce What is demanded today. Similar to
previous argument that inflation is low because we have excess supply/not enough
Demand. Bernake counters that low rates are due to a combination of Cyclical Factors

— recent financial mess; international issues such as global savings glut as China and
Other countries with large trade surpluses saved more than they invested and exported
The rest to the U.S. (i.e., they bought our Treasury bills, etc.). Bernacke argues that

“The shortfall in U.S. growth wasn’t due to a shortage of investment, but the fact that
imports were displacing domestic production”. He also suggests that slower growing
Labor force and slow productivity growth is keeping interest rates low.

Both explanations are plausible with lots of supporting evidence. The beauty of being an
Economist is that sometimes (many times)we don’t know the real answer until much

later when even more evidence/data is available. However, if Bernake and other central
banker s are wrong, then we are delaying the implementation of a better strategy to
Correct today’s weak demand problem. For what it is worth, I'm in Larry Summers camp —
Weak growth is the result of chronic weak demand. We have too much capacity to produce
Existing products —what we need is new technology to produce/develop new products.


http://www.wsj.com/articles/on-secular-stagnation-ben-bernankes-theory-meets-larry-summerss-evidence-1428460593?KEYWORDS=theory+meets+evidence+in+rate+debate

Another good article addressing state of the world economy

Too much of everything, from commodities, labor,
And capital. Causing serious challenge to policy
Makers around the world.

E.g., Fall of Soviet Union and rise of China added more than 1 billion workers
to the world’s labor force; aging population in Europe, USA, are saving more
adding to supply of capital and keeping interest rates low; oversupply of
Commodities around the world pushes prices lower; .....

Source: ( )
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Following are a few slides showing what is happening
To household incomes and wages over past decades



1St just a reminder what has happened to incomes over the past
twenty years ---
real incomes have been shrinking for the past 20 years

FRED s+ — Real Median Household Income in the United States
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Major source of income is wages - they are off considerably from the 1970’s.
One reason weekly earnings are down is that Average workweek has shrunk

from 39 hours to 34 over the past 40 years
(see next slide)
Glory Days

Adjusted for inflation, average weekly earnings for production and nonsupervisory

workers peaked in the early 1970s (1982-1984 dollars).
Recession
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1965 1970 1975 1980 1985 1980

Source: WSJ (
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Counting Down

Average weekly hours of production and nonsupervisory workers
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Looking at hourly wages, things aren’t so bad. However, working fewer
hours is OK if you’re taking home more money - you’re not going to do that
with lower skilled jobs which is where the U.S. is headed.

By the Hour

Inflation-adjusted average hourly earnings for production and nonsupervisory workers
(1982-1984 dollars)
Recession
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Lower skilled jobs Becoming a problem — no easy solution

Lower-wage* jobs
As % of private-sector jobs created!
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http://www.economist.com/news/finance-and-economics/21648022-unless-wages-grow-americas-economic-blip-could-become-trend-careful-now

OK — 1 know | harp on about the “income inequality issue” as a problem, but

To be fair, high income earners pay more than 80% of the income taxes in the USA,
The source of over 50% of federal revenue . In the rest of the world, the

Income taxes provide 33% of federal revenue while a consumption tax provides
another 33% . The consumption tax/value added tax is more regressive ( higher burden
on lower income people), so, maybe our system isn’t so bad?

Who's Paying What?
How income and federal income taxes were distributed in 2014.

Groups of taxpayers Income Share of total Share of total
by income range U.S. income income tax

Bottom fifth $0 to $24,200

Top fifth Above $134,300

Note: Total estimated U.S. income for 2014 is $13.7 trillion. Total estimated U.S. individual
income tax for 2014 is $1.26 trillion. Income figures are higher than those shown on tax
returns, as they include untaxed income due to employer-provided health coverage,
municipal-bond interest, retirement plans and other items. Each quintile contains about 65
million people.

Source: Tax Policy Center

THE WALL STREET JOURNAL.



http://www.wsj.com/articles/top-20-of-earners-pay-84-of-income-tax-1428674384?mod=WSJ_hp_RightTopStories

Rental demand keeps increasing - | think this trend will continue
For another few years at least

Urban ' T'mennd

Ninmne cities of thhe 11 largest
metros have more renters thhan
homeownNners.

Share of population in
rental housing
2006 201=
655 Miami 6596
New York 64°<4

Bostomnmn 60%s
Los Angeles 60°%56
San Francisco 57246

Houston 546
VWashington 546

Dallas 5=2%
; Chicago 5246
Atlanta 494

Philadelphia 44°%s

Renter-
majority city

& Homeovwner-
majority city
Source: Census Bureau via NY U’'s Furman
Center for Real Estate and Urban Policy
The Wall Street Journal

Source: WSJ ( )


http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting
http://www.wsj.com/articles/renters-are-majority-in-big-u-s-cities-1423432009?KEYWORDS=shift+to+renting

Falling rental vacancy rates will drive rental prices higher
And this will drive multi family construction - Economics 101

CHART 3: HOUSING VACANCY RATES

Homowner vacancy rate; percent Rental vacancy rate; percent

——— Homeowner vacancy rate (lhs)

——— Fental vacancy rate (rhs)

1.0
1982 1986 1950 1554 2010 2014

Source: Census Bureau

Source: TD Economics ( )


http://www.td.com/economics/analysis/economics-index.jsp

bulk of multi family housing are rental units

CHART 2: MULTIFAMILY HOUSING STARTS
Thousands of wunits

s Fyilt for rent

e BUilt for salke

1974 1978 1982 1986 1950 1994 1993 2002 2008 2010 2014
Source: Census Buresau

Source: TD Economics (



http://www.td.com/economics/analysis/economics-index.jsp

Employment situation - our biggest problem - it was getting better, but 2015

Had been a bummer until April when 223,000 jobs were created

Net change in non farm payrolls — monthly, thousands

600

400 Stimulus spenfling effect

200

2008” 2009 p1i0 |/ 2011 2012 2013 2014
-200 '

April +223,000
-400
=610[0)

-800

Source: U.S. BLS ( )

2015


http://www.bls.gov/

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

**There are about 18 million people either unemployed , underemployed, or stopped
Looking — But, it is getting better!!!

18.0%

16.0%

14.0%
The real unemployment rate - - 10.8%

12.0%

10.0%

8.0%

April 2015 Official unemployment rate —5.4%
Equates to 9 million people

6.0%

4.0%
20... 20... 20... 20... 20... 20... 20... 20...


http://www.bls.gov/news.release/pdf/empsit.pdf
http://data.bls.gov/cgi-bin/surveymost?ln

Yes, unemployment

rate is now below 6%, but income growth is missing ( yes, it

Is starting to pick up, but very slowly). E.g., inflation

Adjusted income today is the same as it was twenty years ago. l.e.,
There has been no improvement in median family income over the
Past two decades. That's why many people believe we are still in a
recession, and consumer confidence remains relatively weak.

Just areminder -----

consumer spending is 70% of the economy, and
without real Income growth, spending can’t grow
very fast!!



Labor force participation rate is shrinking — demographics is probably the
main reason — we’ll see skilled labor shortages increase over the next
decade - we’re already seeing construction related shortages with brick
layers, masons, electricians, plumbers, etc. Solution — Revamp our
education system (a 4 year degree isn’t for everyone - 2 year Community
colleges, vocational schools, are better fit for many) and we could do a
better job with immigration policies too.

% of civilian adult population , that are working
67.0%

66.0%
65.0%
64.0%
63.0%

March 2015 — 62.8% participation rate
62.0%

Source: BLS

61.0%
60.0%

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015



Economic growth of 0.2% - 1st Qtr 2015 - may delay FED rate increase

Weather; strong dollar; lower energy prices hurt oil producing states; ...
(1) Slowing world economy ( European recession; weaker China 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, terrorism, currency wars, growing national debt, ...

4

«INNE_1N . .

0

2

4
Il i n | 11 . A VA Il i n Il m ol

2011 2012 2013 2014 201

Real GDP growth is measured at seasonally adjusted annual rates.

U.5. Bureau of Economic Anahlysis

Source: BEA ( )


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

Recent Housing statistics



Starts are inching forward - I’'m concerned that the Feds will ‘grease the
wheels” again - e.g., Fannie and Freddie, FHA --- lowering down payment
requirements and premiums on mortgage insurance, .... | guess they forgot
what happened in 2008??7?7?

2000
(RS10]0)
1600
1400
(240]0)
(K0[0]0)
800
600
400
200

Single family starts, Thousand units, SAAR

April- - 733,000

200 200 200 200 200 200 201 201 201 201 201 201
4 5 6 7 8 9 0 1 2 <) 4 5

Source: Census ( )


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

Hopefully, things will improve this year — as the article indicates,
Housing is doing best in places where the job market is healthiest.
As always, jobs are the key metric to watch, and, a further reminder that

Housing is a regional market.

Green Shoots

Home sales are up across the board for the first two months of 2015,
compared to 2014’s weaker start.

Housing market status through February of each year

U.S. sales of existing U.S. sales of new Housing permits issued in
single-family homes single-family homes Jacksonville, Fla.

1.0 million 150 thousand 2,500
0.8 120 2,000
20 1,500
60 1,000
30 500

O @)
2007 ‘09 11 ‘13 ‘15 2007 09 11 "1=2 15 2007 Q9 11 12 ‘15
Sources: National Association of Realtors (existing); Commerce Department (new; Jacksonville, Fla.)
THE WALL STREET JOURNAL.
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http://www.wsj.com/articles/housing-market-sees-hopeful-signs-of-spring-1428593691?KEYWORDS=signs+of+spring+in+housing

Spring Forwanrd

Neww single-family homes sold in
the first quarter of each vear,
iNn thousands of units

Jan. N Feb. H NMarch

1Q, 2015

II 129,00?
1L

2 ) 10O
Note: Not seasonally adjusted
Source: Census Bureau
THE WALIL STREET JOURINAILL.
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Things are improving

HOUSING STARTS
(SEASONALLY ADJUSTED)
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http://americanactionforum.org/housing-chartbook
http://americanactionforum.org/housing-chartbook
http://americanactionforum.org/housing-chartbook

But, Spending on MF increasing much faster than SF

PRIVATE RESIDENTIAL CONSTRUCTION SPENDING
(YoY PERCENT CHANGE)

80%

-80%
2004 2005 2006 2007 2008 2009 2010 201 2012 2013 2014 2015

=SINGLE FAMILY MULTIFAMILY

Source: (



http://americanactionforum.org/housing-chartbook
http://americanactionforum.org/housing-chartbook
http://americanactionforum.org/housing-chartbook

Many young people can’t find good jobs - so, they rent instead of

Buying a house

CHART 7:

Starts; 000s

RENTAL CONSTRUCTION &
DEMOGRAPHICS

2E.2G

share of population; percent

Share of pop aged 25 to 29 (rhs)

e M ultifamily rental starts (lhs)

1990 1994 1998 2002 2006 2010 2014

Source: Census Bureau

Source: TD Economics (



http://www.td.com/economics/analysis/economics-index.jsp

Many children still living with parents thus slowing
Household formations

CHART 5: PERCENT OF PEOPLE AGED 25 TO 34
LIVING WITH THEIR PARENTS

Percent

82 B84 86 B8 90 S92 54 96 98 00 02 04 06 03 10 12 14

Source: Census Burseau




Slower rate of household formation will constrain single family
housing Starts

CHART 4: HOUSEHOLD &
POPULATION (16+) GROWTH

Year-over-year % change

s Households (HVS?)

s Copulation 16+

| 1962 1967 1972 1977 1982 1987 1992 1997 2002 2007 2012
*Housing vacancy survey. Source: Census Bureau

Source: TD Economics ( )


http://www.td.com/economics/analysis/economics-index.jsp
http://www.td.com/economics/analysis/economics-index.jsp
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Impact of weak household formations - -

homeownership rates have been falling for the past ten

Years — when the economy gets back to normal,

Will people return to to single family or will we see more renting?
There will be impacts on wood products demand

70
69
68
67
66
65
64
63
62
61
60

Home Ownership(%)

1st qtr 2015 =63.7% - - - lowest in 18 years
_______________________________________________ _>
Long term trend
Rates are heading back to long term trend of 64%
(which existed between 1968 - 1990)
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Source: Census ( )


https://www.census.gov/housing/hvs/data/q413ind.html

However, number of households keeps increasing - this is a good sign as
Number of households represent renters plus homeowners - even

Though renters have been increasing faster than owners in past several
Years, eventually many of these renters become owners - so, maybe a “light
At the end of the tunnel”???

Number of Households: US (estimate, in thousands)
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Chart generated by Economagic.com
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Source: Economagic ( )


http://www.economagic.com/em-cgi/data.exe/cenHVS/table13c01
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http://www.economagic.com/em-cgi/data.exe/cenHVS/table13c01

New Single Family Home sales are the key statistic to watch — Sales
drive housing starts — this drives demand for wood products!!!

11.4% below revised February rate, but
Almost 20% above March last year

Thousands, SAAR
1600
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Source: Census ( )


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

Resale market continues to improve, but still heavy to cash sales with
1st time buyers still below trend ( traditionally they represent about
40 - 45% of market, but today they are at 30%). Another problem today is tight
Supply , currently at 4.7 months. Healthy market is about 6 months supply. This
Is driving up prices, currently up 6.2% YOY
Single family (incl condos), Monthly, Thousand units, SAAR
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Source: NAR ( )


http://www.realtor.org/research

Some conclusions - housing continues to improve albeit slowly

(1) Economy will continue to improve -- 2015 growth expected to be about 2.5% -
however, looks like the "disconnect between the economy and housing
will continue (“two tiered economy” ???)

(2) Still not a healthy housing market - 1t time buyers are absent and
household formations are off 50% from trend — furthermore, many of sales are cash,
many foreign buyers, etc. l.e., NOT SUSTAINABLE

(3) The key to arecovery in housing is the return of 15t time buyers, traditionally
about 40- 45% of the market. Current market skewed to cash buyers and
investors. 1sttime buyers are mostly young people, but they can’t find good jobs.

(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; interest rates ........ Uncertainty will slow job creation, private sector
investment. E.g., capital spending lagging in this recovery



Longer term:

(1) makeup of U.S. economy is changing and this is impacting spending patterns and
housing choices.

(2) There are growing concerns that the job market is undergoing long term — structural —
changes. Automation seems to be 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.

(3 Currency devaluations seem to be 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) Growing problem in world economy is that USA is only major economy doing
relatively well. Europe in slow growth; China slowing from previous highs
( but still good); And we now have more countries devaluing their
currencies to promote exports /economy. This will impact
the U.S. recovery as a higher U.S. dollar dampens exports and weakens key
manufacturing sector.

(6) One more comment on housing - usually, housing leads an economic
recovery ( after recessions) - but, this time it is not happening. A stronger
economy will be needed to get the housing market back on track. That’s
hard to accomplish because housing is almost 20% of the economy
( direct investment plus services, etc.).
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