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December 2014
Housing Scorecard

Housing Starts#
Single-Family Starts#
Housing Permits4

Housing Completions#

New Single-Family House Sales#
Existing House Sales B
Private Residential Construction Spending#

Single-Family Construction Spending4

M/M

A 4.4%
A 7.2%
V 1.9%
A 6.3%

A 11.6%
A 2.4%
A 0.3%
A 1.2%

Y/Y

A 5.3%
A 7.9%
A1.0%
A19.6%

A 8.8%
A 3.5%
V 4.0%

A11.0%

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

M/M = month-over-month; Y/Y = year-over-year
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New Housing Starts

Single- Multi-Family Multi-Family

Total Family 2-4 unit 5 or more unit
Starts® Starts Starts Starts
December 1,089,000 728,000 22,000 339,000
November 1,043,000 679,000 11,000 354,000
2013 1,034,000 675,000 21,000 338,000
M/M change 4.4% 7.2% 100.0% -4.2%
Y/Y change 5.3% 7.9% 4.7% 0.3%

* All start data are presented ata seasonally adjusted annualrate (SAAR)

Source: U.S. Department of Commerce-Construction: www.census.gov/construction/nrc/pdf/newresconst.pdf ReturnTOC



New Housing Permits and Completions

Multi-Family

Multi-Family

Total Single-Family 2-4 unit 5 or more unit
Permits” Permits Permits Permits
December 1,032,000 667,000 27,000 338,000
November 1,052,000 638,000 28,000 386,000
2013 1,022,000 617,000 30,000 375,000
M/M change -1.9% 4.5% -3.6% -12.4%
Y/Y change 1.0% 8.1% -10.0% -9.9%
Multi-Family Multi-Family
Total Single-Family 2-4 unit 5 or more unit
Completions* Completions Completions Completions
December 927,000 667,000 6,000 254,000
November 872,000 609,000 14,000 249,000
2013 775,000 568,000 10,000 194,000
M/M change 6.3% 9.5% -57.1% 2.0%
Y/Y change 19.6% 17.4% -53.8% 30.9%

Source: U.S. Department of Commerce-Construction: www.census.gov/construction/nrc/pdf/newresconst.pdf

* All data are SAAR
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New and Existing House Sales

New Existing
Single-Family Median Month’s House Median Month’s
Sales* Price Supply Sales® Price® Supply?®
December 481,000 298,100 5.5 5,040,000 $209,500 4.4
November 431,000 291,600 6.0 4,920,000 $207,200 5.1
2013 442,000 275,500 5.1 4,870,000 $197,700 4.6
M/M change 11.6% 2.2% -8.3% 2.4% 1.1% -13.7%
Y/Y change 8.8% 8.2% 7.8% 3.5% 6.0% -4.3%

* All sales data are SAAR

Source: U.S. Department of Commerce-Construction: www.census.gov/construction/nrs/pdf/newressales.pdf;
B NAR®www.realtor.org/topics/existing-home-sales; 1/22/15 Return TOC



Existing House Sales

National Association of Realtors (NAR®)B

December 2014 sales data: 5.04 million houses sold (SAAR)
Distressed house sales: 11% of sales —
(8% foreclosuresand 3% short-sales);
9% in Novemberand 14% in December 2013.

All-cashsales: increased to 26%:;
25% in November and 32% in December 2013.

Investors are still purchasing a substantial portion of
“all cash” sale houses— 17% In December,
15% in November 2014 and 21% in December 2013.

63% of investorspaid cash in December.

First-time buyers: 29% (31% in November 2014);
and 27% in December 2013

Source: B NAR® www.realtor.org/topics/existing-home-sales; 1/22/15 ReturnTOC



December 2014 Construction Spending

December 2014 Private Residential Construction:
$349.67 billion (SAAR)

0.3% more than the revised November estimate of $348.41 billion (SAAR)
-4.0% less than the December 2013 estimate of $364.00 billion (SAAR)

December SF construction: $202.46 billion (SAAR)
1.2% more than November: $200.12 billion (SAAR)
11.0% greater than December 2013: $182.47 billion (SAAR)

December MF construction: $46.56 billion (SAAR)
0.3% more than November: $46.42 billion (SAAR)
26.8% greater than December 2013: $36.73 billion (SAAR)

December Improvement® construction: $100.53 billion (SAAR)
-1.3% less than November: $101.87 billion (SAAR)
-30.6% less than December 2013: $144.80 billion (SAAR)

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

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

December housing data was better than projected with the vast majority of housing data
being positive. Yet, most data still is below historical averages.

While the data for the U.S. housing market is mainly trending in the desired position, there
are potentially several negative macro-factors at this point in time for a robust housing
recovery (based on historical long-term averages). However, as the economy continues to
improve, we should expect to see the housing sectors increase as well.

Items to watch include:

1)
2)
3)
4)
9)

6)
7)

Lack-luster household formation,

a lack of well-paying jobs being created,

a sluggish economy,

declining real median annual household incomes,

strict home loan lending standards (though FHA recently lowered down-payment
requirements, and

Euro-zone problems (Greece, etc.)

global uncertainty.
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November 2014
EU Housing Scorecard

Production in Construction®

Building permits (m2 floor)4

EU 28
EU 18

Germany
France
UK
Spain

EU 28
EU 18

Germany
France
UK

Spain

M/M Y/Y
Vv 0.2%° A 2.2%*
v 0.2%3 A 2.5%°
0.0% vV 0.1%
A 1.1% A 0.9%
vV 2.0%P A 2.8%P
A 1.8%Ps A 14.0%P
vy 2.8%00 ¢ 1.800)
v 4.4%° A 2.0%
vV 1.8%s V 19.4%
V 6.7500 Y 37.2%¢00)

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

Source: Eurostat (http://epp.eurostat.ec.europa.eu/portal/page/portal/short_term_business_statistics/data/ main_tables),
A see http://epp.eurostat.ec.europa.eu/portal/page/portal/short_term_business_statistics/introduction/sts_in_brief
eestimate, s Eurostat estimate, P provisional, - no data available, ©) October data
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Housing comments — December 2014 data

- December starts increased 4.4% (to 1.089SAAR) from previous month,
with single family coming in at 728,000 (SAAR), the best since March
2008.

- Housing getting better, but multi family continuesto be the driver —rental prices are
increasing —single family sales remain weak and this has big impacton wood prices

- Housing’s issues - slowingworld economy;sub par domestic job market; sluggishincome

growth; tight credit environmentcontinues —Europeis in arecession,and facing
growing deflation concerns.

- Main problem (shortterm) continuesto be the job market. Unemploymentrate keeps
coming down, but often this is dueto peopleleaving the workforce.

- Anotherproblem,longerterm, is the aging population— We’re going to see

serious laborshortages (skilled labor particularly), and enormous problems with
entitlementprograms like SSland Medicare.

- My bestguess re: housingis thatit will be 2016 or later before we get back to 1.5 million
starts. Don’texpecttoo much from the Congress or the Administration overthe nexttwo
years. More gridlock and no effective efforts to solve serious problemsfacingthe
country. Lots of politicking, but little problem solving.

- RE: the economy and interestrates — | believe the FED will keep interestrates low for some

time. Yes,the FED will startincreasing ratesin 2015, butl don’t
think rates will move up very quickly.

- One morenote on housing —the market continues to be skewed with cash sales — 15t time
buyers remain on the sidelines—foreclosures arecoming down, but are still historically high.
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Interesting comments by Mario Draghi on ECB’s new bond buying program —i.e.,
“money printing” aka USA, Japan, etc. “Monetary policy can create basis for
growth. But for growth to pick up, you need investment; for investment you need
confidence; and for confidence, you need structural reform”. Ok, that’s the case for
Europe and Japan. In the U.S., we have problems too - we have had basically zero
Interest rates for 7 years, but the economy is still performing sub par. E.g., 30 year
Mortgage rate near 4%, but housing remains weak. We need leadership from
Washington; more investment in infrastructure; tax reform; immigration reform ( or
serious skill shortages will continue to develop; education overhaul (K-12 system
isn’t working for many people); less emphasis on consumption and more on R&D,
roads, airports, ....; etc.

All this to say the FED can’t do it all — we need better job creation in the USA, or
housing won’t return to trend levels. In today’s environment, (political climate,
terrorism, economic uncertainty), business investment will continue to lag, and
good jobs won’t be created. That means consumers won’t spend, and that means
the economy will continue to sputter.

Today, we’re seeing various countries ( Europe, Japan, and the latest, Canada)
lowering interest rates to weaken their currencies, and spur export growth.
Consequently, U.S. dollar strengthens — when we raise rates, the dollar will
strengthen even more (it gained 15% against our trading partners in 2014). Will be
interesting to see how this impacts the U.S. recovery/ growth, and any impact on
The FED’s decision re: interest rate increases. The USA isn’t in a position to be the

World’s only economic engine anymore. Even China is slowing. Interesting times

ahead!



Housing'’s contribution to GDP (%) — historically, itis almost 20% of the
economy when you include housing services and fixed investment, buttoday it
is down to 15%. In reality, itis even more important

when you include purchased furniture, landscaping, general maintenance, etc.
key reason why the economic recovery remains muted

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

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

20.0%

Source: NAHB

18.0%
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Housing starts and wood product prices — Economics 101

75% of structuralwood products go to housing ( new construction plus remodeling)
50% or more of hardwoods go to housingrelated activities.
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Employment situation - our biggest problem - it’s getting better, but quality
Jobs remain scarce, and inflation adjusted wage growth has been weak for
Almost two decades.

Net change in non farm payrolls — monthly, thousands
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Unemployment rate keeps coming down — but, nearly 7 million remain
“underemployed” — working part time, but want full time jobs

*There are about 18 million people either unemployed , underemployed, or stopped
Looking —

18.0%
16.0%
14.0%
Therealunemploymentrate- - 11.2%
12.0% Unemployed plus underemployed +stoppedlooking
=18 million people
10.0%
8.0%
Official unemployment rate — 5.7%
6.0% Equates to 9 million people
4.0%
2008 2009 2010 2011 2012 2013 2014 2015
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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!!
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Realincomes have been shrinking for the past 20 years — this is a structural
problem (long term) And not cyclical--- no quick fixes —Also,15%

Of population live at or below the poverty level ($24000 family of 4) —

l.e., 45 million Americans- Reversing this trend would provide a major boostto
Shelter/housingdemand!

FRED ~s4  — Real Median Household Income in the United States
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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 adultpopulation, that are working
67.0%

66.0%
65.0%
64.0%
63.0%

December 2014 -62.7% participation rate

62.0%
Source: BLS

61.0%

60.0%
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
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Demographics will be the big “game changer”
Projections show an aging population with the bulk of population
Growth in the 55+ age group — this suggests that labor shortages are going

CHART 1: LS. ADULT POPULATIOMN

Contribution to annual average growth; percentage points

[ el
Tol=l

&E &893 93-5H SE0O3 oF0OE o813 131418 1BE-=Z3
5. CeneEls Bureaw, T Econmibcs

Source: TD Economics (
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Economic growth of 5.0% — 3rd qtr 2014 — will it continue into 2015?7?7?
Impact of less FED stimulus still unknown — also, with the rest of the
World slowing, this will impact the U.S. recovery too.

| I 1] I VA | I | A VA I | | AV
2010 2011 2012 2013

Real GDP growth is measured at seasonally adjusted annual rales.

1.%. Bureau of Economic Analvsis

Source: BEA ( )
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Recent Housing statistics

Background:
Markets are getting better — yes, but ever so slowly!

The climb back will remain muted ( my opinion)
Until we see economic growth of 3% or
More ( without FED stimulus) for an extended period of time!!!
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Starts are finally turning the corner, but growth is painfully slow

— Multi family remains strong!!

Single family starts, Thousand units, SAAR
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Things are improving, but to be honest, we’re only back to where we were in 2008.
And, the driver has been multi family — I’m not too impressed with this “recovery”,

But, at least we’re “building some momentum”

Building Momentum

Housing starts fell sharply in August, but single-family construction remains steady and both housing

starts and permits remain above their levels at the same time last year...

Housing starts, seasonally adjusted annual rate Change from previous year in seasonally adjusted
annual rate, three-month moving average

1.2 million August, overall: 956,000 60%

10 40
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..and builder confidence is as high as it’s been since the end of the last housing boom.
Home builder cutlook for the market for newly built, single-family homes

Recession Recession
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Sources: Commerce Department (starts and permits); Nationat Assocation of Home Builders

Source: WSJ (
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The Wall Street Journal
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Multi family continues to strengthen — this trend should continue

until the jobs picture improves and real incomes advance. Housing
purchase depends on affordability ( price, mortgage rates), and

credit worthiness - price and mortgage rates are favorable, but too

many Americans have poor credit ( too much debt, low income, etc.) and, the
lenders have tightened the rules.

Shared Spaces

Structures with five or more units that began construction over the preceding 12-month
period, not seasonally adjusted, in thousands
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Renting is popular because many can'’t afford to buy - -
It's that simple? Again, JOBS, JOBS

Why Renters Rent

Responses to question: "Why would you rent and not purchase a home?"

Worried home prices might fall
Unlikely to stay in new home for long
Worried about my/spouse's job security
Can live in better area’/home by renting
Age/health reasons
Don't want money tied up in a house
Renting more affordable
Don't want to be tied down to certain area
Do not want upkeep of ownership
My credit is not good enough
Do not make enough money 53%
Insufficient savings or too much debt 56%
20% 30% 40% 50% 60%

of Consumer Expectations

Source: WSJ (
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Another drag on the housing recovery — decreasing affordability

(it’s actually worse — many people can’t afford the 20% down payment, can’t
gualify for a loan with tighter credit restrictions, .... - - we need lots of better
paying jobs to get housing back on its feet)

Less Affordable

Monthly mortgage payment on the median priced home, assuming a 20% down
payment at prevailing interest rates, as a share of median household income
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Impact of weak household formations - -

homeownership rates have been falling for the past nine

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

Home Ownership(%)
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3rd qtr 2014 = 64.4% - - - lowest in 18 years

Rates are headingback to long term trend of 64%
(which existed between 1968 — 1990)

Source: Census ( )

ReturnTOC


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

Despite low mortgage rates, people are having problems
Buying a house because theirreal incomes have been shrinking
For the past20 years —this is a structural problem (long term)
And not cyclical

FRED ~s4  — Real Median Household Income in the United States
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Real household incomes changed little in past 20 years

However, the same Census reportshow that incomes for 15-24 years
oldsincreased 10.5% in the Pastyear— this is good news for housing because these are

Source: WSJ (

Income Statement

Income ticked up for the first time since the recession, but it remains far from its peak.

U.S. median household income, adjusted for inflation
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New Single Family Home sales are the key statistic to watch — Sales
drive housing starts — this drives demand for wood products!!!

Thousands, SAAR
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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%)

Single family (incl condos), Monthly, Thousand units, SAAR
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Some conclusions — housing continues to improve albeit slowly
Most forecasters now suggesting that 2016 will be “breakout year”??

Short term:

(1) Economywill continue toimprove -- 2015 will see 3% or more growth, but housing
may not follow — looks like the "disconnect between the economy and

housing will continue through 2015.

(2) Thisis still not a healthy housing market - 1sttime buyers are absentand
household formations are off 50% from trend — furthermore, many of sales are cash, many foreign
buyers,etc. l.e., NOT SUSTAINABLE

(3) Thekeyto arecoveryin housingis the return of 15t time buyers, traditionally
about40-45% 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 discoursewill continueto slow a truly strong economicand housing recovery —
too much uncertainty re: Affordable Care Act/Obamacare; immigration reform; interestrates;
........ Uncertainty will slow job creation, private sectorinvestment,....

(5) Growing problemin world economy is that USAis only major economydoing relatively well.
Europein recession; Chinaslowingfrom previous highs ( but still good); And we now have
more countries devaluingtheir currenciesto promote exports /economy. This will impact
the U.S.recovery as a higher U.S. dollar dampens our exports.

(6) One more commenton housing—usually,housing leads an economic recovery
( after recessions)— but, this time it is not happening. A strongereconomy will be needed to
get the housingmarketback on track. That’s hard to accomplish because housingis almost20%
of the economy ( directinvestment plus services, etc.).
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Longer term:

(1) Housingdemand will hinge partly on the footprint of the Federal
government—will they continue to promote housing to the degree they have
inthe past? Yes, the economyis important, but the politicians know how to “greasethe
wheels” Already, Fannie and Freddie are talking aboutless stringentlending rules.
(2) Labor participation rate keeps falling — this suggests that there
will be future laborshortages. Furthermore, tax revenue will be impacted
as more peoplecollectfrom growing number of government programs
while lower percentages paytaxes. Look for changesin tax code; consumptiontax??;
social security; Medicare/Medicaid; ....
(3) How will USA deal with aging demographics; crumbling infrastructure;
out of control public debt; and,generally,decreasingglobal

Discourageconsumption (bring it in line with other countries);

and invest morein our future!!! Otherwise,wewill continueto

“underperform”, and housingand wood products will suffer. This will take along

term commitment from the country, politicians, voters, ...... The U.S. consumption

rate (% of GDP)is about70% while our competitors, it is 60% or lower. Invest for the

future—soundssimple,butrequires somethinking that prevailed in this country

following WWII. And,we have to get Medicare/Medicaid,and SSlon a sustainablebasis

(seenextslide for information on federal debt becausethis makes debtreduction critical
(4) LEADERSIP ISimportant—politicians needto work on long term

solutions
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Smaller shortfall, but still lots of red ink — if this were a company, It

would be bankrupt— Currentfederal tax receipts are $2.976 trillion, spending is

$3.53 trillion ( we borrow the difference). Medicare, Medicaid, plus SSI

spending =$1.75 trillion, or 60% Of the tax revenues. (50% of spending). This

needs to change or SSI plus Medicare/Medicaid will gobble up 80% of the federal budget
within 20 years. Of course, this won’thappen —governmentwill cut spending on R&D,
education, health care, Medicare, SSI, Medicaid, to balance the budget. Yes, this is being
cynical, butunfortunately realistic.

Smaller Projected Shortfall

Federal budget surplus/deficit, in billions

surplus A
deficit' v
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Note: Fiscal year ends Sept. 30.

Source: Congressional Budget Office The Wall Street Journal
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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
opinionsofauthorsexpressed herein do not necessarily state or reflect those of Virginia Tech, and shall not be used for
advertising or product endorsement purposes.

Disclaimer of Liability

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

Disclaimer for External Links

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

Nondiscrimination Notice

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