
6 December 2016 

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

Hello to all: 

Housing is gaining some strength.  Latest numbers show 10% increase in total starts in October, but that was driven 
primarily by the 75% increase in multifamily numbers. Interest rates are heading up as the labor market tightens, 
and partly in response to the Trump victory in the November election.  It appears that the stock market likes a Trump 
Presidency - it has gained more than 10% since his win. Personally, I hope he can turn things around - we have 
been stuck in  a low growth mode for some time and Hillary would not change that dynamic.   Investment has been 
lagging as has productivity. Without productivity, the economy stagnates, as do incomes, standard of living, and, of 
course, housing activity.  Without housing activity, wood product prices remain weak.  I hope all of you enjoyed a 
happy thanksgiving and a have a happy Christmas/holiday season. 

Al Schuler 
USFS (Retired) 

---------------------------------------------------------------------------- 
Richard P. Vlosky, Ph.D. 
Director, Louisiana Forest Products Development Center 
Crosby Land & Resources Endowed Professor of Forest Sector Business Development 
Room 227, School of Renewable Natural Resources 
Louisiana State University, Baton Rouge, LA 70803 
Phone (office): (225) 578-4527; Fax: (225) 578-4251; Mobile Phone: (225) 223-1931 
Web Site: www.LFPDC.lsu.edu  

President, Forest Products Society; President-Elect, WoodEMA i.a. 

http://www.lfpdc.lsu.edu/


Housing comments – November 2016     
 -  October starts  were up 25% to 1.323 ( SAAR)  -   SF at 869,000      
    (SAAR) – up 10%   -  MF was up 75% ( yes, 75%) – that was the driver! 
 -  Home ownership rate  down to 63.5% in QTR3 2016 – lowest ownership 
    rate in 50 years!!!!  Financing problems; changing preferences ( to  
    renting); and rising home prices - problem for 1st time buyers   
 -  Resale market dropped 1% -  5,330,000 (annual rate) – low inventory  
      ( 4.6 months) driving prices higher – major impediment to sales 
 - New home  sales were down 1.9% to 574,000 SAAR, but up 18% YOY 
 -  Job creation is improving - October  +161,000 -  unemployment   
     at 4.9% - – However , 51% of all workers make less than          
     $30,000/year – can’t buy a house on that!!! 
     ( https://www.ssa.gov/cgi-bin/netcomp.cgi?year=2014 )   
 -  30 year fixed rate mortgage  inched up over 4% this week – will 
    impact some prospective buyers. 
 -  Looks like the FED will raise rates next month – about time.    
 -  RE: the election.  Glad it is over ( despite Jill Stein’s Green party’s  
    pathetic attempt at recounts in Michigan, Wisconsin, and Penna.). 
    The people have spoken – we want change. Not sure Trump is the best 
    vehicle, but nothing would have changed with Hillary so at least we’re 
    moving forward ( my opinion).  

https://www.ssa.gov/cgi-bin/netcomp.cgi?year=2014


OK – let’s look at the economy --- 
 
Want to Fix the U.S. Economy? Start With the Broken 
Political System – new report from M. Porter, et. al. 
( we can start this November)  
 
Political dysfunction has become the biggest economic 
stumbling block for the U.S., according to a Harvard 
report. 
 
Here is the hyperlink to the Porter study 
(http://www.hbs.edu/competitiveness/Documents/problems-unsolved-and-a-nation-divided.pdf ) . 
Interesting report from experts on competitiveness. 
Slow reading, but lots of good analysis, charts,  and  
Recommendations from some of America’s leading 
Thinkers on competitiveness.   
 

http://www.hbs.edu/competitiveness/Documents/problems-unsolved-and-a-nation-divided.pdf


Here are suggestions from the Porter study on how to 
Fix America’s economy – however, to accomplish this, we need 
A functioning government which we don’t have. 
We can begin to fix the problem this November – make the effort 
To vote!!!! 



MY Comments on the economy –  it continues to sputter – propped up by 
low interest rates, compliments of the FED -  
Business investment remains weak as Washington gridlock 
And uncertainty discourages investment needed to create jobs. 
Also, businesses don’t invest when they see excess capacity –  
i.e., they don’t invest  into a weak economy  that shows little 
Sign of improving beyond 1% - 2% GDP growth. 
 
I believe we, Europe, and many other  countries are following Japan 
into a prolonged period of weak growth, low inflation, and low interest 
rates.   Central banks can’t Fix our problems – when will we learn??   
 
Debt - Innovation – Productivity   
   



Huge problem facing this country is public debt – that’s the debt that has to be 
Repaid.  Total debt today ~ $20 trillion, of which $14 trillion is “public debt”.   
The $6 trillion (“borrowed”) by the Treasury from the Social Security, Medicare, 
And highway trust funds is gone/spent.    Here is link to real time debt clock 
(http://www.usdebtclock.org/ )  scary picture!!!!  PS.  Public debt now equals 75% 
Of GDP – we’re getting very close point of no return – where principal plus 
Interest payments exceed our capacity to pay, and lenders refuse to lend – that’s when 
“the shit hits the fan” – the USA of Greece!!! 
 

http://www.usdebtclock.org/


Main problem with $20 trillion debt is that paying down 
that debt ( including interest) will reduce government  
Spending on social programs  , including Social Security,  
Medicare/Medicaid, housing allowances for the poor, food stamps,….. 
Furthermore, investments in technology, research/development, 
education, infrastructure,  will suffer, hurting productivity even more. 
And,  defense spending will suffer as well. 
These investments and social programs are critical to future 
growth, GDP, standard of living, and security of our nation.  And, yes,  
a return to a healthy Housing market.    
 
Not sure why we don’t see this as a major threat to our future – 
Probably because we don’t understand the magnitude of the 
Problem.  Also, the politicians do a great job in “passing the 
Buck” – i.e., delaying the ‘day of reckoning, promising that  
we’ll tax the Rich, the banks, etc. – i.e., someone else will 
Pay for the fixes!!!!  Guess what – that won’t work – they are  
not main problem – as a country, we consume too much, save 
too little, and don’t invest enough in our future.  We are the 
Problem, and we are the ones who must fix the problem.   
This November, we can begin the process by electing people 
Who understand the issues, and offer sensible solutions.  



Problems with too much debt – servicing costs will 
Squeeze social programs ( Social Security, Medicare 
Medicaid, food stamps, ..), R&D, education spending, 
Infrastructure investments, …..  



Big problem when foreigners question our ability to repay 
Our debts – they will demand higher rates, etc., and eventually, refuse 
To buy our debt.  When the proverbial “shit hits the fan”.  
Total debt = $20 trillion, of which $14 trillion is public and $ 6 
Trillion Is intergovernmental debt ( i.e., what government owes itself). 
Foreigners hold about $8 trillion of our debt which is 57% of the public debt 



Going into debt is OK if you’re investing for the future  - - but, we’re not!  
For decades, we, as a nation, have been living a fantasy life.   
Entitlement spending is now approaching 50% of the federal budget 
While investment spending ( critical to maintain our competitiveness) – 
Has been declining for the past 60 years.  ( from Porter study) 



Business isn’t investing either --- has been trending 
Lower for the past several years.   That’s why  GDP growth remains weak.   
That means income growth will remain weak and housing will continue to 
underperform, and creation of good Paying jobs will remain an elusive goal. 

( http://www.wsj.com/articles/make-america-grow-again-1469831784 ) 

http://www.wsj.com/articles/make-america-grow-again-1469831784


This is what businesses do when they don’t see much growth - - 
Instead of investing in plant, equipment, technology, they 
Buy back stock and increase dividends. Good short term strategy, 
but does little to make the company/business more competitive. 



Capital spending has been trending lower for past 4 years 
Why? Companies not confident of future – uncertainty re: 
Tax code, regulations; Washington grid lock!!!  

( http://www.wsj.com/articles/u-s-durable-goods-orders-fell-2-2-in-may-1466771610 ) 

http://www.wsj.com/articles/u-s-durable-goods-orders-fell-2-2-in-may-1466771610


Business won’t invest ( and create jobs) when there is excess capacity –  
Capacity Utilization below 80% suggests “excess capacity” exists – we’ve 
Had 2 years of falling capacity utilization – my guess the culprit is the weak  
Economy!!!  



Another structural problem – new business formations are down 
Significantly – (from the Porter study) – why job creation is slow 



WSJ (http://www.wsj.com/articles/sputtering-startups-weigh-on-u-s-economic-growth-1477235874 ) 

Slowdown in entrepreneurship is one reason economy 
Remains mired in slow growth mode!!!! 

http://www.wsj.com/articles/sputtering-startups-weigh-on-u-s-economic-growth-1477235874


What happens when innovation is missing!!! 
Dismal productivity growth - - worst Performance for US economy 
since the 1980’s when we experienced Back to back recessions.  
(PS – I understand that productivity measurement is a problem as new products/services  quality is 
difficult To measure  so maybe we are underestimating real productivity?) 
 

Source: WSJ (http://www.wsj.com/articles/u-s-productivity-dropped-at-0-5-pace-in-the-second-quarter-1470746092  ) 

http://www.wsj.com/articles/u-s-productivity-dropped-at-0-5-pace-in-the-second-quarter-1470746092


( http://finance.yahoo.com/news/us-competitiveness-project-harvard-business-school-hbs-michael-porter-030021739.html ) 

Waning productivity is major cause of our economic problems. Weakening trend  
over past 60 years needs to change if wages/standard of living are to improve.   
According to recent study by M. Porter, et.al., competitiveness is key.  Solution 
is infrastructure reform, tax reform, and immigration reform.  Political paralysis 
Keeps us from implementing the right solutions according to Porter. 

http://finance.yahoo.com/news/us-competitiveness-project-harvard-business-school-hbs-michael-porter-030021739.html


Falling R&D - - Not a good trend ------ 
Currently, Federal R&D is .78% of GDP – non defense spending is .36% 
Federal government Funds basic research –  which is critical to 
development of new technology and  innovation in science and 
engineering - critical to  economic and job growth,  and productivity  



Source: WSJ ( http://www.wsj.com/articles/world-bank-cuts-global-growth-outlook-1465329662 ) 

World Bank downgrades  growth ( again) in  2016 to 2.4% 
as problems in developed and developing world mount 

http://www.wsj.com/articles/world-bank-cuts-global-growth-outlook-1465329662


U.S. 3rd Qtr  2016 Economic growth  nice surprise 2.9%  -  but since last 
September, the economy has averaged only megre growth!!!!! 
(1) Slowing world economy (  weaker China , European, and South American growth) 
(2) Stronger dollar will reduce exports and increase imports – negative 
     impact on manufacturing  jobs which is key to income growth in USA  
(3) Political stalemate/weak leadership, terrorism, currency wars, growing national debt, ... 
(4) Weak income growth and continuing high “real unemployment” 

Source: BEA (http://www.bea.gov/newsreleases/national/gdp/gdp_glance.htm )  

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


( http://finance.yahoo.com/news/us-competitiveness-project-harvard-business-school-hbs-michael-porter-030021739.html ) 

Weak growth means weak incomes 
And weak housing numbers in the future unless we address 
Our competitiveness issues. 

http://finance.yahoo.com/news/us-competitiveness-project-harvard-business-school-hbs-michael-porter-030021739.html


Here are a few slides on labor market conditions – problems 
Persist, but there are solutions 



(http://www.wsj.com/articles/the-idle-army-americas-unworking-men-1472769641 ) 

Not a good trend for the economy – employment  
Population ratio keeps decreasing – my opinion – too 
Much welfare, plus many people don’t  have the required job skills 

http://www.wsj.com/articles/the-idle-army-americas-unworking-men-1472769641
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Here’s the problem – there are lots of jobs, but 
Too many job seekers don’t have the required skills!! 
( http://blogs.wsj.com/economics/2016/09/07/a-new-record-for-job-openings-deepens-mystery-over-lack-of-hiring/  )  

http://blogs.wsj.com/economics/2016/09/07/a-new-record-for-job-openings-deepens-mystery-over-lack-of-hiring/


Here’s where the jobs are – but, again, lack of skills  
Means many of these positions go unfilled!!! 



Education will help keep you out of the unemployment line 



Getting an education  will get you back into the labor force 



Additional housing comments 



Starts are inching forward – But, Low lnterest rates can’t fix 
housing!!!    this is basically a two tiered market – healthy 
upper end versus weak entry level housing - - not sustainable  
    

Source: Census (http://www.census.gov/const/www/newresconstindex.html ) 

Single family starts, Thousand units, SAAR 
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October - -  869,000,  up 10%  
Versus September 2015 

http://www.census.gov/const/www/newresconstindex.html
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New Single Family Home sales are the key statistic to watch  for wood  
Products demand – Sales drive housing starts – this drives demand for 
wood products!!!  
 

Thousands, SAAR 

Source: Census (http://www.census.gov/const/www/newressalesindex.html ) 

 October 2016  563,000 

up 18% versus October 2015 
OK. We’re making progress, but still  
A relatively weak market  

Note: Sales represent only houses built for sale 
Or “spec homes” – does not include contractor 
built or homes built by the owner.  Historically, 
“spec homes” represent about 70% of the market 
( https://www.census.gov/construction/nrc/salesvsstarts.html ) 

http://www.census.gov/const/www/newressalesindex.html
https://www.census.gov/construction/nrc/salesvsstarts.html


Interesting chart showing new home sales versus population – despite 
Lowest mortgage rates in history,  today’s new home sales per million are no 
Better than back in 1980 when mortgage rates were almost 20%.  Tells me 
That low mortgage rates are not the answer – people need good jobs and a 
Belief in their future – today, both are in jeopardy!!!! 



Single family (incl condos), Monthly, Thousand units, SAAR 

Source: NAR ( http://www.realtor.org/news-releases/2015/06/existing-home-sales-bounce-back-strongly-in-may-as-first-time-buyers-return)  
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October   2016 -     5,600 

Resale market continues to improve  - however, tight Supply (which drives 
prices), currently at 4.3 months, remains a problem.  Healthy market is about 6 
months supply.   Median prices are up 6.0%, annual basis  - 54th consecutive  
Monthly increase. 



Household formations (HH) are starting to pick up, but since 
2007 The bulk of new HH are renting!! 
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Source: Census (https://www.census.gov/housing/hvs/data/q413ind.html ) 

Household formations and shift to renting  - - Falling Homeownership    
Rate for millenial’s - use to be 43% - now it is 33% - young people are renting  

Long term trend 

Recent study shows that people with college degree takes 5 years to save 
Enough for down payment for starter home ( with student debt – 10 years), 
No college – 16 years ( http://www.wsj.com/articles/homeownership-elusive-for-young-adults-without-college-degrees-1463909402 ) 

 
Homeownership lowest in 50 years 

3rd qtr - - 63.5% 

https://www.census.gov/housing/hvs/data/q413ind.html
http://www.wsj.com/articles/homeownership-elusive-for-young-adults-without-college-degrees-1463909402
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The supply of new homes is only 4.3 months – 6 months is considered healthy . 
The median price in July was $295,000 – but the chart below shows this is 
Heavily skewed to larger homes.  1st time buyers are missing so builders are 
Building larger, more expensive homes 



( http://eyeonhousing.org/2016/05/flat-trends-continue-for-new-single-family-home-size/http://eyeonhousing.org/2016/05/flat-trends-continue-for-new-single-family-home-size/ ) 

Builders are building bigger homes in response to weaker  
Demand from millennials who buy starter homes 

http://eyeonhousing.org/2016/05/flat-trends-continue-for-new-single-family-home-size/http:/eyeonhousing.org/2016/05/flat-trends-continue-for-new-single-family-home-size/


Existing home prices almost back to pre recession levels 
Good for existing homeowners, but a deterrent to  
millennial’s and other potential buyers   



Rental demand versus single family housing --- 
 
Rental demand will continue to 
Increase for years  – a recent study by the Urban Institute  suggests  
it may continue for another decade or two   
( http://www.wsj.com/articles/new-housing-crisis-looms-as-fewer-renters-can-afford-to-own-1433698639 )  

 
Why - - demographics; growing minority population; student debt; weak 
Income growth; ….  E.g., Minorities ( nonwhite) will make up 75% of net household growth 
Over the next 10 years, and 85% during 2020- 2030.  They are 
less likely To own homes ( lower incomes is main reason) so home ownership 
Continues To fall toward 60% by 2030.  During this time, rental demand will 
Increase Dramatically.  Although this is just one study, it provides food for thought. 
One potential question with the study, however, is other studies show that  
Although immigrants, for example,  rent initially, but, over time they purchase 
homes at a rate equal to or higher than native born Americans.  Why – people 
come to the U.S. to Improve quality of life, and for most, this means 
 homeownership.  This suggests that the U.S. has to find solutions to 
 immigration issues like “Illegal immigrants” while encouraging legal 
immigration. This country was  founded by immigrants seeking a better life, and they are 
key to our future.  And, incomes for  all Minorities has to improve if home ownership is to 
return to “good old days”  
(http://www.engineeredwood.org/Data/sites/3/documents/EngWoodJournal/EWJ_Spring2010.pdf ) 
 
Anyway, this has potential implications for home ownership; single family 
construction; and demand for wood products – lots of variables and scenarios. 

http://www.wsj.com/articles/new-housing-crisis-looms-as-fewer-renters-can-afford-to-own-1433698639
http://www.engineeredwood.org/Data/sites/3/documents/EngWoodJournal/EWJ_Spring2010.pdf


Source; Census (http://www.census.gov/housing/hvs/files/currenthvspress.pdf ) 

Rental vacancy rates lowest in 20 years 
Falling rental vacancy rates will drive rental prices higher 
And this will drive multi family construction – Economics 101 – if I were a  
Builder, I would focus on rental construction 
 

http://www.census.gov/housing/hvs/files/currenthvspress.pdf


Source: Census : (http://www.census.gov/housing/hvs/files/currenthvspress.pdf ) 

Increasing rents are slowing housing starts - -   
more difficult for renters to save for down payment for house purchase 

http://www.census.gov/housing/hvs/files/currenthvspress.pdf
http://www.census.gov/housing/hvs/files/currenthvspress.pdf
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Multi family share of housing starts – upward trend expected to continue for 
Some time.  Also, since the housing crash in 2008, 
Single family rentals have now reached 13% of overall housing stock, up from 
9% in 2005 ( http://blogs.wsj.com/economics/2015/07/20/signs-of-overheating-in-the-single-family-rental-market/ )  

Multi family starts Percent 

Source: Census 
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Tight supply drives up prices – existing homes 
At 4.7 months supply – normal supply is 6 months 



Low new home inventory drives prices higher 
And out of reach to most 1st time buyers 
But, builders can’t find enough carpenters, masons, electricians, etc. 
So construction costs keep escalating = this exacerbates the inventory 
Problem – also, land shortages in parts of the country drive costs higher! 

( https://research.stlouisfed.org/fred2/series/MSACSR ) 

https://research.stlouisfed.org/fred2/series/MSACSR


More News on the labor front 
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 Net change in non farm payrolls – monthly, thousands 

Employment situation - our biggest problem – stuck near 200,000, and 
many of these jobs are part time with little or no benefits – not conducive to  
Driving housing demand higher  - need to encourage innovation and 
investment in future  - that means  less government 

Source: U.S. BLS ( www.bls.gov ) 

October +161,000 

Good article on how too much government is killing innovation and job creation!! 
( http://www.wsj.com/articles/whats-killing-jobs-and-stalling-the-economy-1464992963 ) 

http://www.bls.gov/
http://www.wsj.com/articles/whats-killing-jobs-and-stalling-the-economy-1464992963
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August  2016 Official unemployment rate – 4.9%  
Equates to about 8 million people  

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

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

The real unemployment rate  - -  9.5% 
(15.4 million people) 

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

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


Labor force participation rate is shrinking – demographics is one reason – 
Another reason – bloated welfare system – 130 million people on some form of 
welfare ( food stamps, long term disability, housing allowances, Medicaid, …) - -  
 we’ll see skilled labor shortages increase over the next decade - we’re already 
seeing construction related shortages with brick layers, masons, electricians, 
plumbers, etc.     
Excelent article (http://finance.yahoo.com/news/should-i-go-to-a-trade-school-162413337.html# ) 
 

Source: BLS 

% of civilian adult population , that are working  
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October  2016 – 62.8%  participation rate 

Interesting article shows that in most countries 
Labor force participation rate is increasing 
(http://blogs.wsj.com/economics/2015/06/26/the-u-s-stands-out-on-labor-force-participation-rates/ ) 

Key reason why 
Unemployment rate keeps falling 

http://finance.yahoo.com/news/should-i-go-to-a-trade-school-162413337.html
http://blogs.wsj.com/economics/2015/06/26/the-u-s-stands-out-on-labor-force-participation-rates/


Some conclusions – housing continues to improve albeit very slowly 
And this will not change soon for the reasons listed below:  
 
(1) Economy will continue to sputter -- 2016 growth expected to be about 2.0%   
(2) Housing  market not healthy - 1st time buyers (31% today) are below trend 
     (45%) - household formations  are improving,  but more people will continue 
     to rent 
(3) Productivity a major problem for U.S. economy – real GDP driven 
     by population  ( number of workers) and real GDP/worker or  
     productivity.  During past 7 years, productivity has grown 1.7% annually 
     whereas the average over  previous 17 years was 2.4%.  
(4) “QE” not working – bulk of “printed money” hoarded by the banks to shore up 
      capital positions – not being loaned out to the economy -  GDP languishes - 
      We need a new and more effective approach to our competitiveness problems! 
(5) Weak/no leadership from current administration and Congress, 
    - our biggest problem – maybe “the Donald’ will fix our problems 
(6)  The fed will probably increase rates in December, finally.  Low rates are not 
   the solution to our weak economy. 
      Innovation, investment, tax reform, is the solution, but that will be 
      challenging with $20 trillion  ( and counting) federal debt and 41% of the 
      population on some form of welfare.   Many business leaders have lost  
      confidence in where the country is headed so they are not investing.    
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