The Virginia Tech — U.S. Forest Service
November 2017
Housing Commentary: Section 11

et Virginia
T VirginiaTech ECogperative

Invent the Future® Extension
Virginia Tech + Virginia State University
Urs Buehlmann Delton Alderman
Department of Sustainable Biomaterials Forest Products Marketing Unit
College of Natural Resources & Environment Forest Products Laboratory

Virginia Tech U.S. Forest Service
Blacksburg, VA Madison, W1

540.231.9759 304.431.2734
buehlmann@gmail.com dalderman(@fs.fed.us

2018 Virginia Polytechnic Institute and State University VCE-CNRE NP

Virginia Cooperative Extension programs andemployment are open to all, regardless of age, color, disability, gender, gender identity, gender expression, national origin, political affiliation, race, religion, sexual
orientation, genetic information, veteran status, or any other basis protected by law. An equal opportunity/affirmative action employer. Issued in furtherance of Cooperative Extension work, Virginia

Polytechnic Institute and State University, Virginia State University, and the U.S. Department of Agriculture cooperating. Edwin J. Jones, Director, Virginia Cooperative Extension, Virginia Tech, Blacksburg; M.
Ray McKinnie, Administrator, 1890 Extension Program, Virginia State University, Petersburg.

=)
=

S 2 TMENT OF AGRICS S

& 15
S 2 THENT OF AGRICSSS




Table of Contents

Slide 3: Federal Reserve System Indicators

Slide 36: Private Indicators

Slide 73: Demographics

Slide 88: Economics
Slide 111: Virginia Tech Disclaimer
Slide 112: USDA Disclaimer

TOC



Federal Reserve System and
Private Indicators



U.S. Economic Indicators

Evolution of Atlanta Fed GDPNow real GDP\ ,

GDP forecast for 2017: Q4
Quarterly percent change (SAAR)
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Atlanta Fed GDPNow™
Latest forecast: 3.3 percent — January 12, 2018

“The GDPNow model forecast for real GDP growth (seasonally adjusted annual rate) in the fourth
quarter of 2017 is 3.3 percent on January 12, up from 2.8 percent on January 10. The forecast of
fourth-quarter real consumer spending growth increased from 3.0 percentto 3.8 percentafter this
morning's retail sales report fromthe U.S. Census Bureau and this morning’s Consumer Price Index
release from the U.S. Bureau of Labor Statistics.” — Pat Higgins, Economist, Federal Reserve Bank
of Atlanta

Source: https:/iAwww.frbatlanta.org/economy-matters/regional-economics/data-digests; 1/12/18 Returnto TOC



U.S. Economic Indicators

Southeast Purchasing Managers Index
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The Federal Reserve Bank of Atlanta
Southeast Purchasing Managers Index

“The composite index measures the region's manufacturing sector based on key sector indicators; a
reading below 50 indicates manufacturing is contracting, while over 50 means the industry is
expanding.”— The Federal Reserve Bank of Atlanta

Source: https:/iwww.frbatlanta.org/economy-matters/regional-economics/data-digests.aspx; 1/9/18 Returnto TOC



Chicago Fed: National Activity Index

Chicago Fed National Activily Index, by Categories
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“Led by slower growth in production-
related indicators, the Chicago Fed
National Activity Index (CFNALI)
declined to +0.15 in November from
+0.76 in October. Two of the four broad
categories of indicators that make up the
index decreased from October, but three
of the four categories made positive
contributions to the index in November.
The index’s three-month moving average,
CFNAI-MAZ3, increased to +0.41 in
November from +0.31 in October.

Index Points to a Moderation in Economic Growth in November

The CENAI Diffusion Index, which is also a three-month moving average, moved up to +0.28 in November
from +0.18 in October. Forty-two of the 85 individual indicators made positive contributions to the CFNAI
in November, while 43 made negative contributions. Thirty-six indicators improved from October to
November, while 49 indicators deteriorated. Of the indicators that improved, 13 made negative

contributions.

The contribution from production-related indicators to the CFNAI declined to +0.05 in November from
+0.66 in October. Industrial production increased 0.2 percent in November after moving up 1.2 percentin
October. The Institute for Supply Management’s Manufacturing New Orders Index increased to 64.0 in

November from 63.4 in October.

The sales, orders, and inventories category also contributed +0.05 to the CFNAI in November, up slightly
from +0.04 in October. The contribution from employment-related indicators to the CFNAI was
unchanged at +0.11 in November. The civilian unemployment rate remained at 4.1 percentin November.
The contribution of the personal consumption and housing category to the CFNAI edged down to —0.06 in
November from —0.04 in October.” — Laura LaBarbera, Media Relations, Federal Reserve Bank of Chicago

Source: https:/iwww.chicagofed.org/publications/cfnai/index; 12/21/17

Returnto TOC



Chicago Fed: Midwest Economy Index

MEI and the Seventh Federal Reserve District States

Midwest Economy Index

“The manufacturing sector’s contribution to the MEI
increased to +0.35 in November from +0.21in
October. The pace of manufacturingactivity
increased in lllinois, lowa, Michigan, and Wisconsin,
but was unchanged in Indiana. Manufacturing’s
contributionto therelative MEI decreased to +0.23 in
November from +0.31in October.

Index Points to a Pickup in Midwest Economic Growth in November

The Midwest Economy Index (MEI) increased to +0.22 in November from —0.11 in October. Contributions
to the November MEI from all four broad sectors of nonfarm business activity increased from October,
though only the manufacturing sector made a positive contribution to the index. Contributions fromall five
Seventh Federal Reserve District states also increased from October. The relative MEI moved down to —
0.25 in November from —0.07 in October. Contributions to the November relative MEI from three of the
four sectors and four of the five states decreased from October..

The construction and mining sector’s contribution to the MEI moved up to —0.06 in November from —0.11
in October. The pace of construction and miningactivity was stronger in Indiana, lowa, Michigan, and
Wisconsin, but unchanged in Illinois. Construction and mining made a contribution of —0.10 to the relative
MEI in November, up slightly from —0.12 in October.

The contribution of the service sector to the MEI increased to —0.01 in November from —0.08 in October.
The pace of service sector activity was up in Indiana, Michigan, and Wisconsin, but down in lowa and
unchanged in Illinois. The service sector’s contribution to the relative MEI moved down to —0.29 in
November from —0.20 in October.

The contribution from consumer spending indicators to the MEI increased to —0.05 in November from —
0.14 in October. Consumer spendingindicators were, on balance, up in Illinois, lowa, and Wisconsin, but
steady in Indiana and Michigan. Consumer spending’s contribution to the relative MEI edged down to —
0.10 in November from —0.07 in October.” — Laura LaBarbera, Media Relations, Federal Reserve Bank of

Ch icago Source: https://iwww.chicagofed.org/publications/mei/index; 12/29/17 Returnto TOC



U.S. Economic Indicators

Texas Manufacturing Outlook Survey Production Index
Index, seasonally adjusted
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Texas Manufacturing Activity Shows Robust Growth

“Texas factory activity expanded strongly in December, according to business executives responding to
the Texas Manufacturing Outlook Survey. The production index, a key measure of state manufacturing
conditions, spiked 18 pointsto 32.8, reaching its highest level in more than 11 years.

Other measures of manufacturing activity also pointed to more rapid growth in December. The new
orders index jumped 10 pointsto 30.1, another 11-year high, and the growth rate of orders index moved
upto 21.4. The capacity utilization index increased nine pointsto 26.3, and the shipments index rose
from 16.7 to 21.5 this month.

Perceptions of broader business conditions were markedly more positive in December. The general
business activity index and the company outlook index posted double-digit increases, comingin at 29.7
and 31.5, respectively. Both represent highs last seen in 2006.” — Emily Kerr, Business Economist, The
Federal Reserve Bank of Dallas

Source: https://iwww.dallasfed.org/research/surveys/tmos/2017/1712.aspx; 12/26/17

Returnto TOC



U.S. Economic Indicators

Texas Service Sector Outlook Survey Revenue Index
Index, seasonally adjusted
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Texas Service Sector Activity Remains Solid

“Texas service sector activity continued to increase in December, according to business executives
responding to the Texas Service Sector Outlook Survey. Therevenue index, a key measure of state
service sector conditions, was unchanged at 24.4 in December.

Labor market indicators reflected faster employment growth and longer workweeks thismonth. The
employmentindex rose from 9.8 to 15.3. The hoursworked index edged up t09.2.

Perceptions of broader economic conditions continued to reflect optimism in December. The general
business activity index edged down two pointsto 18.1. The company outlook index moved up to 19.6,
its highest reading this year, with 26 percent of respondents reporting that their outlook improved from

last month and 7 percent noting it worsened.” — Amy Jordan, Assistant Economist, The Federal Reserve
Bank of Dallas

Source: https://iwww.dallasfed.org/research/surveys/tssos/2017/1712.aspx; 12/27/17 Returnto TOC



U.S. Economic Indicators

Texas Retail Outlook Survey Sales Index
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Retail Sales Expand but at a Slower Pace

“Retail sales increased in December, albeit at a slower pace than last month, according to business
executives responding to the Texas Retail Outlook Survey. The sales index fell from 30.4 in November
t0 25.6 in December. Inventories increased at a similar pace as last month.

Labor market measures indicated faster retail employment growth and markedly longer workweeks this
month. The employmentindex jumped 11 pointsto 13.1. The hours worked index rose sharply from 5.6
t0 15.8, itshighest reading in over 10 years.

Retailers’ perceptions of broader economic conditions continued to reflect optimism in December. The
general business activity index fell from 25.4 t0 20.9. The company outlook index was similar to last
month at 24.7, with 29 percent of respondents reporting that their outlook improved from last month
and 5 percent noting it worsened.” — Amy Jordan, Assistant Economist, The Federal Reserve Bank of
Dallas

Source: https://iwww.dallasfed.org/research/surveys/tssos/2017/1712.aspx; 12/27/17 Returnto TOC



U.S. Economic Indicators

Chart 1. Composite Index vs. a Month Ago
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The Federal Reserve Bank of Kansas City

Tenth District Manufacturing Growth Continued At A Solid Pace

“Growth in Tenth District manufacturing activity continued at a solid pace, and optimism remained
high for futureactivity. Priceindexes were mixed, but posted little change overall.

The month-over-month composite index was 14 in December, lower than 16 in November and 23 in
October (Chart1). Thecompositeindex is an average of the production, new orders, emp loyment,
supplier delivery time, and raw materials inventory indexes. Growth in factory activity moderated
slightly at both durable and non-durable goods plants, particularly for chemicals and plastics
products. Month-over-month indexes were mixed but remained generally solid. The shipments,
new orders, and order backlog indexes all decreased somewhat. However, the productionindex
edged up from 15to 21, and theemploymentand new orders for exportsindexes also rose. The
finished goods inventory index dropped from2 to -11, and the raw materials inventory index also
decreased.”—Pam Campbell, The Federal Reserve Bank of Kansas City

Source: https://www.kansascityfed.org; 12/22/17 Returnto TOC



U.S. Economic Indicators

The Federal Reserve Bank of Kansas City

“Most year-over-year factory indexes were slightly lower in December. The composite index
eased from 37 to 30, and the production, shipments, new orders, and order backlog indexes
also fell. In contrast, the capital expenditures index jumped from 19 to 39, and the
employment index inched higher. The new orders for exports index was mostly unchanged.
The raw materials inventory index fell from 45 to 15, and the finished goods inventory index
also decreased.

Future factory activity expectations eased slightly but remained favorable. The future
composite index eased from 27 to 22, and the future production, shipments, new orders, and
order backlog also slowed slightly. The future employmentindex edged lower from 35 to 33,
while the future capital expenditures index was mostly unchanged. The future raw materials
inventory index decreased from 13 to 6, while the future finished goods inventory index
increased modestly.

Price indexes were mixed in December, but posted little change overall. The month-over-
month finished goods price index edged up from 12 to 15, while the raw materials price
index eased slightly. The year-over-year finished goods price index inched higher from 35 to
37, while the year-over-year raw materials price index fell somewhat. The future finished
goods price index slipped from 37 to 33, and the future raw materials price index also moved
slightly lower.” — Pam Campbell, The Federal Reserve Bank of Kansas City

“Factories in our region remain upbeat about hiring and capital spending as we head into
2018, following strong growth in recent months,” — Chad Wilkerson, Vice President and
Economist, The Federal Reserve Bank of Kansas City

Source: https://www.kansascityfed.org; 12/22/17

Returnto TOC



U.S. Economic Indicators

Empire State Manufacturing Survey
Growth Continues

“Business activity continued to grow at a solid clip in New York State, according to firms
respondingto the December 2017 Empire State Manufacturing Survey. The headline general
business conditions index, at 18.0, remained close to last month’slevel. The new orders index and
the shipments index both showed sustained strong gains, with the former holding steadyat 19.5 and
the latter edging up to 22.4. Deliverytimes wereslightly longer than last month, and inventory
levels were stable. Labormarket indicators pointed to a smallincrease in employmentbut no
change in hoursworked. Bothinputprices and sellingprices rose at a somewhat faster pacethan
last month. Indexes assessing the six-month outlook suggested that firms remained optimistic about
future business conditions.

Manufacturing firms in New York State reported that business activity continued to expand
strongly. The general business conditions index was little changed at 18.0. Thirty-seven percent of
respondents reported that conditions had improved over the month, while 19 percent reported that
conditions hadworsened. The new orders index held steady at 19.5,and the shipmentsindex rose
four pointsto 22.4 —readings that indicated ongoing solid growth in ordersand shipments. The
unfilled ordersindex moved down four pointsto -8.7, reflectinga decline in unfilled orders. The
delivery time index climbed into positive territory, indicating that delivery times lengthened, and
theinventoriesindex fell to 1.4, a sign that inventory levels were steady.” — The Federal Reserve
Bank of New York

Source: https:/iwww.newyorkfed.org/survey/empire/fempiresurvey overview.html; 12/15/17 Returnto TOC



U.S. Economic Indicators
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U.S. Economic Indicators

Empire State Manufacturing Survey

Price Increases Pick Up

“The index for number of employees fell six points to 5.1,a level suggestinga small increase in
employmentlevels. Theaverage workweek index was zero, indicating that hours worked were
unchanged. Prices increased at a faster pacethan last month: the prices paid index climbed five
pointsto 29.7,and the prices received index edged up two pointsto 11.6.

Firms Remain Optimistic about Future Conditions

Lookingahead, firms remained optimistic about the six-month outlook, though to a somewhat
lesser extent than in November. The index for future business conditions fell three pointsto 46.6.
After advancingto its highest level in several years last month, the index for future new orders
declined thirteen pointsto 41.1. Theindex for future number of employees rose eight points to
29.0, its highest level in nearly a year, and the capital expenditures index climbed nine points to
34.1,amultiyear high.” — The Federal Reserve Bank of New York

Source: https:/iwww.newyorkfed.org/survey/empire/fempiresurvey overview.html; 12/15/17 Returnto TOC



U.S. Economic Indicators

Business Activity
Diffusion Index of Current and Expected Activity
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Business Leaders Survey (Services)
Activity Picks Up Markedly

“Activity in the region’s service sector expanded at a robust pace, according to firms responding to the
Federal Reserve Bank of New York’s November 2017 Business Leaders Survey . The survey’s headline
business activity index climbed thirteen pointsto 18.9, a multiyear high. The business climate index
remained slightly negative at -3.5, a sign that firms, on balance, regarded the business climate as
somewhat worse than normal. The employment index fell nine pointsto 9.3, indicating that
employmentincreased at a slower pace than last month, and the wages index declined eleven pointsto
25.5, suggesting that wages grew more slowly than in November. Input price increases were little
changed, while selling prices rose at a somewhat slower pace. Capital spending advanced moderately.
The indexes for future business activity and future business climate rose markedly, suggesting that
firms grew more optimistic about future conditions.” — The Federal Reserve Bank of New York

Source: https://iwww.newyorkfed.org/medialibrary/media/survey/business_leaders/2017/2017_11blsreport.pdf; 11/17/17 Returnto TOC



U.S. Economic Indicators

Business Leaders Survey

“Business activity in the region’s service sector grew strongly in November. The headline business
activity index climbed thirteen pointsto 18.9, a multiyear high. Thirty-nine percentof respondents
reported that conditions improved over the month, while 20 percent said that conditions worsened.
The business climate index inched up two points to -3.5, signaling that, on balance, firms viewed
the business climate as somewhat worse than normal.

Employment and Wages Increase More Slowly
The employmentindex fell nine points to 9.3, indicating that employment levels increased, though
not as strongly as in November. Thewages index retreated eleven pointsto 25.5,a sign that wage
increases were not as strong as they had been in recent months. Theprices paid index was little
changed at 43.8, indicating thatthe pace of input price increases held fairly steady, and the prices
received index fell five pointsto 11.3, suggesting thatselling prices rose at a somewhat slower
pace. Thecapital spending index moved up to 13.1.

Optimism Grows

Optimism about the six-month outlook picked up in November. After trending lower for much of
the past year, the index for future business activity reversed course, jumping eighteen points to
34.1. Thereadingsignaled that firms were more optimistic about future conditions than they had
been for sometime. Theindex for future business climate also rose markedly, climbing sixteen
pointsto 20.0. Theindex for future employment suggested that respondents expected emp loyment
to increase in the months ahead, and the index for planned capital spending edged up t0 20.2.” —
The Federal Reserve Bank of New York

Source: https://iwww.newyorkfed.org/medialibrary/media/survey/business_leaders/2017/2017_11blsreport.pdf; 11/17/17 Returnto TOC



U.S. Economic Indicators

The Federal Reserve Bank of New York Nowcast
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30 Jan12 3.88
25 8:40AM Jan 12 CPI-U: All items less food and 0.28 0.01
energy
=4 2:40AM Jan 12 CPI-U: All items 015  -001
15 8:30AM Jan 12 M Retail sales and food services 0.35 -0.04
1.0 &:30AM Jan 11 PP Final demand -0.09 -0.01
0 8:30AM Jan 10 Export price index -0.08 -0.01
- I I I B I - 8:30AM Jan 10 Import price index 008  -0.01
Y aall | 10:00AM Jan 09 JOLTS: Total job openings -46.00 -0.01
-0.5 10:20AM Jan 05 Total business inventories 0.39 -0.01
1.0 = Data revisions -0.01
- Jan 05, 3.97
1.5 2018
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01, 15 29 13 n 10 24 08 22 05 19 02 Source: Authors' calculations, based on data accessed through Haver Analytics.
2017 2018

Notes: We start reporting the Nowcast for a reference quarter about one month before the quarter begins; we stop updating it about one month after the
quarter closes.

Colored bars reflect the impact of each broad category of data on the Nowcast; the impact of specific data releases is shown in the accompanying table.

January 12, 2018: Highlights

*  “The New York Fed Staff Nowcast stands at 3.9% for 2017:Q4 and 3.2% for 2018:Q1.”—The
Federal Reserve Bank of New York

Source: https://www.newyorkfed.org/research/policy/nowcast; 1/12/18
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U.S. Economic Indicators

Chart 1. Current and Future General Activity Indexes
January 2007 to December 2017
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December 2017 Manufacturing Business Outlook Survey

Manufacturing Activity Showed Solid Growth in December

The diffusion index for current general activity increased from a reading of 22.7 in November to
26.2 thismonth (see Chart 1). Nearly 41 percent ofthe firms indicated increases in activity this
month, up from 35 percentin November. Boththe currentnew orders and shipments indexes also
improved this month, increasing 8 pointsand 2 points, respectively. Although they moderated
slightly, boththe delivery times and unfilled orders indexes remained positive, suggesting longer
delivery times and increases in unfilled orders. Inventorieswere, on balance, nearly steady this
month: The percentage of firms reporting lower inventories (19 percent) was slightly higher than
the percentage reporting higher inventories (17 percent).

The firms continuedto report increases in employment. The currentemploymentindex fell 5 points
but remained in positive territory, where it has been for 13 consecutive months. Morethan 29
percent of the responding firms reported increases in employment, while 11 percent of the firms
reported decreases thismonth. The average workweek index declined 3 pointsafter beingin
positive territory for 14 consecutive months.” — Mike Trebing, Senior Economic Analyst, The
Federal Reserve Bank of Philadelphia

Source: http://www philadelphiafed .org/research -and-data/regional-economy/business-outlook-survey/2017/bos1217; 12/21/17 Returnto TOC



Philadelphia Fed: GDPplus

GDPplus

GDPplus: An Alternative Measure of Real U.S. Output Growth
Last Updated: December 21, 2017
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Sources: Bureau of Economic Analysis (BEA) and MBER via Haver Analytics. Federal Reserve Bank of Philadelphia.

“As of December 21 Q32017 GDPplus =2.2%; Real GDP = 3.1%; and
Real GDI=2.0%.” - The Federal Reserve Bank of Philadelphia

Source: https://philadelphiafed.org/research-and-data/real-time-center/gdpplus/; 12/21/17
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Philadelphia Fed

November 2017 State Leading Indexes
(Expected 6-Month Change in State Coincident Indexas)
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“The Federal Reserve Bank of Philadelphia has released the leading indexes for the 50 states for November
2017. The indexes are a six-month forecast of the state coincident indexes (also released by the Bank).
Thirty-nine state coincident indexes are projected to grow over the next six months, 10 are projected to
decrease, and one (Texas) is not available this month. For comparison purposes, the Philadelphia Fed has
also developed a similar leading index for its U.S. coincident index, which is projected to grow 1.4 percent
over the next six months.” — Daniel Mazone, The Federal Reserve Bank of Philadelphia

Source: https://www.philadelphiafed.org/-/media/research-and-data/regional-economy/indexes/lead ing/2017/Lead ingIndexes1117.pdf; 1/3/18 Returnto TOC



U.S. Economic Indicators

The Federal Reserve Bank of Richmond

Fifth District Manufacturing Activity Saw
Robust Growth in November

“Manufacturing firms reported robust growth in November, according to the latest
survey by the Federal Reserve Bank of Richmond. The composite index jumped from
12 to 30, the highest it has been since 1993. This rise was bolstered by strengthening
conditions across all three components of the index. While indicators of current wages
and finished goods fell in November, both maintained positive values, dropping from
24 to 21 and 14 to 9, respectively.

District manufacturing firms remained optimistic that growth will continue in the
coming six months. But a smaller share of firms raised their expectations than had in
November in all areas, except for wages and capital expenditures.

Manufacturing firms reported stronger price growth in November, as growth rates for
both prices paid and prices received reached a three-month high. They expect prices to
continue to grow in the next six months but at a slightly lower rate.” — Jeannette

Plamp, Economic Analyst, The Federal Reserve Bank of Richmond

Source: https:/iwww.richmondfed.org/research/regional_economy/surveys_of business_conditions/manufacturing/2017/mfg_11 28 17; 11/28/17

Returnto TOC



U.S. Economic Indicators
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U.S. Economic Indicators
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U.S. Economic Indicators
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U.S. Economic Indicators

The Federal Reserve Bank of San Francisco
FRBSF FedViews

* “Real GDP grew at an annual rate 0f3.3% in the third quarter, according to the most recent
estimate of the Bureau of Economic Analysis. Over the first three quarters of this year, real
GDP has expanded at an average annual rate ofabout 2.5%. This growthreflects solid gainsin
personal incomeand improved consumer confidence, supported by a strong labor market and
boom in the stock market. Dollar depreciationthis year also has contributed to net export
growth.

» If Congress passesthetax reform legislation by the end of this year or early next year, we
expect a modest boost to GDP growth in 2018 and 2019. Weexpect real GDPto grow at an
average annual rate ofabout 2%% through 2018, before slowingto 1%9% in 2019. This forecast
reflects the expected gradual tightening of monetary policy, as well as the longer term effects of
population aging and slower productivity growth.

« Labor market conditions continued to strengthen. Nonfarm payroll employmentincreased by
228,000 jobsin November, following 224,000 in October. Despite the hurricane-related
employmentslowdown in September, the recent job growth broughtthe six-month average to
about 178,000 per month, putting the U.S. economy on track of gaining over 2 million jobs this
year.” — Zheng Liu, Senior Research Advisor, The Federal Reserve Bank of San Francisco

Source: http:/iwww.frbsf.org/economic-research/publications/fedviews/2017/december/december-14-2017; 12/14/17 Returnto TOC
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The Federal Reserve Bank of San Francisco
FRBSF FedViews

*  “Theunemploymentrate was unchanged in November from its October value 0f4.1%. We
expect the unemploymentrate to decline further to slightly below 4.0% by the middle of 2018
as the economy continues to strengthen. With gradual removals of monetary policy
accommodation, we expect the unemploymentrate to return gradually to our estimate of the
natural rate 0£4%4%.”

* Theunemployment rate was unchanged in November from its October value of4.1%. We
expect the unemploymentrate to decline further to slightly below 4.0% by the middle of 2018
as the economy continues to strengthen. With gradual removals of monetary policy
accommodation, we expect the unemploymentrateto returngradually to our estimate of the
natural rate of 4%:%.

* Inflation remains below the FOMC’s target 0of2%. In October, the personal consumption
expenditure (PCE) price index rose 1.6% over the past 12 months, and the core PCE price
index, which removes volatile food and energy prices, roseonly 1.4%. This low inflationpartly
reflects declining costs of health-care and telecommunication services, which are likely to be
transitory and are less sensitive to changes in overall economic conditionsthan prices such as
housing, restaurants, and recreationservices.” — Zheng Liu, Senior Research Advisor, The
Federal Reserve Bank of San Francisco

Source: http:/iwww.frbsf.org/economic-research/publications/fedviews/2017/december/december-14-2017; 12/14/17 Returnto TOC
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The Federal Reserve Bank of San Francisco
FRBSF FedViews

* “Inflation dynamics aredriven by several factors. These include domesticeconomicslack such
as the unemploymentgap and wage growth; monetary policy, which affects inflation
expectations; transitory factors such as health-care and telecommunication services; global
economicslack, which drives foreign demand for U.S. exports; and the dollar exchange rate.

« Thedollar exchange rate measured by the trade-weighted broad dollar index has depreciated
about 6% since the beginning of this year. Aweaker dollar can boostU.S. inflation directly by
raisingimportprices and indirectly by passing through to other prices. It canalso raise
inflation by increasing global demand for U.S. exports.

« Staffstatistical analysis suggests that fluctuations in the dollar value are not a big driver of
inflation. Overtheperiodfrom January 1999to September 2017, the dollar exchangerateis
estimated to account for about 13% of inflation fluctuations on average.” — Zheng Liu, Senior
Research Advisor, The Federal Reserve Bank of San Francisco

Source: http:/iwww.frbsf.org/economic-research/publications/fedviews/2017/december/december-14-2017; 12/14/17 Returnto TOC



U.S. Economic Indicators

Above-trend GDP growth continues Job growth remains strong
Real GDP ] o Nonfarm payroll employment o,
Percent change from 4 quarters earlier R Monthly change; seasonaly adjusted
_ - _ 1 400
= Q3 . 13 - Monthly 4 350
L e I change
FRBSF = - 1 00
L forecast | , ] Nov.
| _ I I 228,000] »5p
0 ' { §
L ! | 1{ 200
L 4 1 N "
N | 1 150
15 1 100
= 4 -4 1 S50
. . . . . . . . . . = 0
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2014 2015 2016 2017
Source: Buresu of EconomicAnalysis and FRESF staff Source: Buresu of Labor Statistics
Unemployment continues to fall Inflation still below 2% target
Unemployment rate Personal consumption expenditures {PCE) price inflation
: : . % , %
Monthly; seasonally adjusted, forecast iz quarterly average 12 Percent change from 4 quarters earlier
- 1 - 15
L {110 F 14
. T 13
] Core PCE FRBSF
price index forecasts | .
- p—
L 16
RBST Overall PCE Q3 11
L ~jorecast ) 4 price index
Nov. 0
¢ \J
L 1z | 1
0

1 1 I I 1 1 I I 1 1 1 1 1 1 1 1 1 1 1 1
2009 2010 2011 22 203 2014 2M5 206 2017 2018 2019 2009 ZM0 2011 ZM2 23 24 25 ZME 207 28 29
Source: Buresu of Labor Statistics and FRBSF staff Source: Bureau of EconomicAnalysis and FRESF staff

Source: http:/iwww.frbsf.org/economic-research/publications/fedviews/2017/december/december-14-2017; 12/14/17 Returnto TOC



U.S. Economic Indicators

The Federal Reserve Bank of San Francisco

Economic Outlook

“... Despitetheterrible humantragedy caused by recent hurricanes in the Southeastandthe
wildfires in my home state of California, the economicexpansion remains on track. | see the
economy continuing on a moderate growth path over the next few years. Our overall measure of
the economy, gross domestic productor GDP for short, grew at an annual rate of 3% in the third
quarter based on the initial estimate, and I forecast growth will average 2.5% for 2017, before
slowing back down toward its trend pace over the next few years.

My roleas a policymaker is to keep this expansiongoingfor as long as possible, and that means
maintaining a sustainable pace of growth consistent with labor force and productivity growth.

If you weren’toverly impressed with my GDP figures, you should beblown away with the
unemploymentrate, which stands a touch above 4%. We’venot onlyachieved our maximum
employment goal, we’ve exceeded it. It may sound strangeto say thatwe can exceed full
employmentwhen four out of every hundred potential workers is unemployed. But the way
economiststhink aboutunemploymentis that, even in a very strong economy, there will always be
a certain number of people who are either between jobs or who have recently joined the labor
market. Althoughwe’llnever reach an unemployment rate of zero, a rate in the 4% range is clearly
a sign of a very strong labor market.” —John C. Williams, Presidentand Chief Executive Officer,
The Federal Reserve Bank of San Francisco

Source: http://mww.frbsf.org/leconomic-research/publications/economic-letter/2017/december/monetary -policy-and-economic-outlook-fine-balancing-act-speech; 12/18/17
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The Federal Reserve Bank of San Francisco

Economic Outlook

“We’reon track to add 2 million jobs to the economy this year and with continued strong
momentum in the labor market, I expect the unemploymentrate to continue to drift downward,
bottoming out at around 3%% next year.

As I said earlier, one of the Fed’s two monetary policy goals is maximum employment, so our
reportcard’s looking very good on that front. The other goal is price stability, and thisis where
we’ve faced some challenges. Theinflation goal we’ve set for ourselvesis 2%, but over the past
few years it’s remained stubbornly below thatand currently stands at 1.6%. Now, let’s be honest:
Most Americansare very happy with the statusquo. They haveno desireto see prices riserapidly
and neitherdo .

In fact, there’s something called the misery index, which is a combination ofinflation and
unemployment. The higher that number,the more miserable peopletend to be. The misery index
has been running at 6%2% so far this year. Forcontext, in 2011 when we were dealing with the
fallout ofthe crisis it was around double that figureand in 1980, if you can remember those dark
days, it reached an all-time peak of over 20%. Theaverage Americanshould be far from
“miserable” about the current state of the economy.

But for policy wonks and economists, low inflation againsta backdrop of such strong emp loyment
numbersseems a bit surprising. Thenewspapers wouldhave you believe that it’s a mystery of
Sherlock Holmes proportions. However, at the Fed in San Francisco we’ve done some good old-
fashioned detective work and we’re fairly sure we have a handleon why it’s so low (Mahedy and
Shapiro2017).”—John C. Williams, Presidentand Chief Executive Officer, The Federal Reserve
Bank of San Francisco

Source: http://mww.frbsf.org/leconomic-research/publications/economic-letter/2017/december/monetary -policy-and-economic-outlook-fine-balancing-act-speech; 12/18/17
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The Federal Reserve Bank of San Francisco

Economic Outlook

“My staff found that inflation rates for prices thattend to move up and down with the economy
haverecovered. Butinflationfor things thattend to be less sensitive to the economy have fallen or
remained low. This includes pricedropsfor pharmaceuticals, airline tickets, cell phones, and
education. Forexample, Verizon and AT&T werein a price war for much of the early part of this
year, which pushed down the cost of your phone bill.

An even bigger contributionto low inflation has come from the health-care sector, where mandated
cuts to Medicare payment growth have muted pricerises in overall health-care services.

Ontop ofthe lack of pricerises in these categories, there tends to bea delay in the effect of a strong
labor market on prices. Ittypically takes about 12 monthsfor a shift in the economy to have its full
effect on inflation. With the economy doingso well this year and based on the historical pattern, |
expect tosee arise in inflation in 2018. In this regard, it’s imp ortant to remember that things like
salaries and contractstend to be negotiated on an annual basis, so it often takes a while for wages
and prices to respond to the tightening labor market.

So, the next time you see a headline about stubbornly low inflation, you can smile to yourself,
knowingthatthe mystery isn’tall that mysterious after all.” — John C. Williams, Presidentand
Chief Executive Officer, The Federal Reserve Bank of San Francisco

Source: http://mww.frbsf.org/leconomic-research/publications/economic-letter/2017/december/monetary -policy-and-economic-outlook-fine-balancing-act-speech; 12/18/17
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The Federal Reserve Bank of San Francisco

Economic Outlook

Conclusion

“Ladies and gentlemen, the economy is in a very good place. Unemployment is low and confidence
is high. While low inflation remains a challenge for someone in my position, I imagine most of you
aren’toverly concerned abouta 1.6% inflationrate!

Aswe wrap up 2017 and look ahead to 2018, the problems we face are good ones: How to keep the

economicexpansiongoing, how to bring inflation up to its 2% target, and how we use this periodto
normalize monetary policy in general and interest rates in particular.

The years ahead will be about taking a balanced approach, and my guiding principle will always be
to follow the data.

I’d like to wish you a very happy holiday season, and a healthy and prosperous new year.” —John
C. Williams, Presidentand Chief Executive Officer, The Federal Reserve Bank of San Francisco

Source: http://mww.frbsf.org/leconomic-research/publications/economic-letter/2017/december/monetary -policy-and-economic-outlook-fine-balancing-act-speech; 12/18/17 Returnto TOC
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FHFA House Price Index

FHFA House Price Index Up 0.5 Percent in October

“U.S. house prices rose in October, up 0.5 percent from the previous month, according to the Federal
Housing Finance Agency (FHFA) seasonally adjusted monthly House Price Index (HPI). The

previously reported 0.3 percent increase in September was revised upward to 0.5 percent.” — Stefanie
Johnson and Corinne Russell, FHFA

Source: https:/iwww.fhfa.gov/AboutUs/Reports/ReportDocuments/HPI_Monthly12212017.pdf; 12/21/17 Returnto TOC
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Chart1
Third-Quarter Gross Domestic Product Revised Down
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Mexico Economic Update
Economic Outlook Stable Despite Weaker Third-Quarter Data

“The consensus Gross Domestic Product (GDP) growth forecast for 2018 remained at 2.3 percent
despite a downward revision of third quarter 2017 growth. Forecasters are predicting a bounceback in
activity in the fourth quarter; 2017 GDP growth is still expected to come in at 2.1 percent.

More recent data are mixed. Exports, industrial production and retail sales all declined while
employment growth remained strong. The peso weakened slightly against the dollar in November, and
inflation ticked up.” —Jesus Canas, Senior Business Economist and Alexander Abraham, Research
Assistant; The Federal Reserve Bank of Dallas

Source: https:/Awww.dallasfed.org/research/update/mex/2017/1708.aspx; 12/22/17 Returnto TOC
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Manufacturing PMI hits three-month high, led by faster new order growth

Stronger new order growth helped to underpinthe sharpest improvementin business conditions
across the manufacturing sector for three monthsin December. There were also positive signs for
near-termgrowth, with survey respondents recording upbeat sentiment regarding the outlook for
production levelsin 2018.

Moreover, a number of firms cited efforts to boost operating capacity, in responseto an
accumulation of outstanding business. The latest increase in backlogs of work was the fastest for
almost three-and-a-half years in December.

Canadian manufacturers experienced the sharpest improvement in business conditions for three
months during December, driven by a sustained rebound in order book growth.” — Tim Moore,
Associate Director at Survey Compilers, IHS Markit

Source: https://www.markiteconomics.com/Survey/PressRelease.mvc/ead60f5567e943fh85ad5f0c3f5eeed9; 1/2/18
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seen for four months.

The headline PMI pointedto a stronger improvement in Chinese manufacturing operating
conditions at theend of 2017. Latest data highlighted faster growth of output, total new work and
export sales. Greater production led to a furtherrise in buyingactivity, with the rate of growth
quickeningto a four-month high. Atthe sametime, capacity pressurescontinued to build, with
backlogs risingamid a further decline in workforce numbers (albeit marginal). Inflationary
pressures remained elevated, with input costs rising sharply and prices charged increasing at a solid
pace. Optimism towards the business outlook picked up slightly from November’s joint-record low, but

remained weak in the context of historical
data.

Manufacturing operating conditions improved in December, reinforcing the notion that economic growth
has stabilized in 2017 and has even performed better than expected. However, we should not underestimate
downward pressure on growth next year due to tightening monetary policy and strengthening oversight on
local government financing.” — Dr. Zhengsheng Zhong, Director of Macroeconomic Analysis, CEBM
Group

Source: https://www.markiteconomics.com/Survey/PressRelease.mvc/5d67c1b2d63a4013aa2120ea2962a71e; 1/2/18 Returnto TOC
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Eurozone Manufacturing PMI ends 2017 at series-record high
The expansionwas led by the investment goods sector, where the pace of growth signalled by the
PMI was also arecord high. Therateof improvement in the intermediate goods sector remained
close to November ’s survey-record. Growth wasslower in the consumer goods sector by
comparison, butremainedsolid and well above its long-runtrend.

The eurozone manufacturingboom gained further momentum in December, rounding off the best
year on record and setting the scene for a strong startto 2018. The final PMIwas in line with the
earlier flash number, confirminga record monthly improvementin business conditions at the end of
2017. Forward-lookingindicatorsbode well for the New Year: new ordersrose at a near-record
pace, while purchasing growth hit a new peak as firms readied themselves for higher production.
Meanwhile, job creation was maintained at November’s record pace.

Perhaps mostencouraging ofall is the extent to which the strongest upturnis being recorded for
producers of investment goods such as plantand machinery, which highlights the upswingin
businessinvestment. Higher investment should help boost productivity and profits, and therefore
enhance the sustainability of the upturn. ” — Chris Williamson, Chief Business Economist, Markit®

Source: https://www.markiteconomics.com/Survey/PressRelease.mvc/b0ch3d5al4ah402489ae2¢34 385ac69¢; 1/218 Returnto TOC
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“The final IHS Markit Eurozone PMI®
Composite Output Index posted 58.1 in
December, up from 57.5 in November, to
register its highest reading since February
2011. Theheadlineindex has signalled
growth for 54 successive months, withthe
average level during quarter four the best
since the opening quarter of2011.

Eurozone economic growth highest since early-2011

The euro area economy gathered further growth momentum at theend of 2017, spurredon by a
near-record expansion of manufacturing production and the steepest increase in service sector

activity for over-six-and-a-half years.

Astellarend to 2017 for the eurozone rounded off the best year for over a decade, continuingto
confound widely-held fears thatrising political uncertainty would curb economic growth. At56.4,
theaverage PMI reading for 2017 was the highest annual trend since 2006. Manufacturing is
enjoying its best growth spell since data were first collected over two decades ago while the service

sector closed off its best year since 2007.

...Based on past experience, the extent to which demand appears to be outstripping supply for many
goods and services suggests that inflationarym pressures could continue to build in the coming months.
A big question for 2018 will therefore be whether relatively high unemployment and spare capacity in
many countries will continue to hold down pay growth and keep a ceiling on consumer price inflation;
a reminder that many wounds from the global financial crisis and the region’s sovereign debt

crisis are still healing.” — Chris Williamson, Chief Business Economist, Markit®

Source: https://www.markiteconomics.com/Survey/Press Release.mvc/59¢7241d 087 74decaal 914d3d9bela8e; 1/4/18
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Germany’s manufacturing sector ended a strong year with a further pick-up in performance in
December, accordingto the latest PMI® survey datafrom IHS Markitand BME. Productiongrowth
reached a level not seen since early-2011, buoyed by one of the fastest rises in new exportorders
ever recorded in the survey’s near 22-year history. An associated increase in demand for raw
materials meanwhile led to greater pressure on supply chains, with delivery delays found to be the
worston record.

2017 was a record-breaking year for the German manufacturing sector: the PMI posted an all-time high
in December, and the current 37-month sequence of improving business conditions surpassed the
previous record set in the run up tothe financial crisis. ... Business confidence rebounded back up to
an elevated level by historical standards in December, furtheradding to the positive outlook.

A lingering concern is that supply-side constraints pose a risk to the sector s ability to kick on. The
survey’s measure of supplier delivery performance has already moved into uncharted territory,
signalling the worstdelays for more than 20 years, which will inevitably be borne out by sustained
upward pressure on input costs as a sellers’ market for materials becomes more entrenched.” —Phil
Smith, Principal Economist, IHSMarkit®

Source: https://www.markiteconomics.com/Survey/Press Release.mvc/d78cc12be000453da9b6 flb 7cf330e25; 1/2/18
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Global PMI ends 2017 at near seven-year high

The upturnin the global manufacturing economy gathered further paceat theend of 2017. Ratesof
expansion in outputand new ordersaccelerated to the best seen since February 2011, leadingto
improved jobs growth and rising business optimism. Price inflation also eased slightly after
strengthening in recent months.

Growthwas registered across the consumer, intermediate and investment goods sectors in
December, with rates of expansionacceleratingin all three. The strongest pace of improvement
was in the intermediate goods category, followed closely by investment goods, with PMI readings
at eighty-two month highs in both cases. Growth was mild in comparison in the consumer goods
sector, despite its PMI ticking up to a four-month high.

The performance of the global manufacturing sector continued to strengthen at the end of the year,
with growth of output, new orders and employment reaching levels last achieved in early-2011.
Improved inflows of new business, rising backlogs of work and improved business optimism all
pointto this robust upswing in output growth being carried over into 2018. ” — David Hensley,
Global Economist, J.P. Morgan

Source: https://www.markiteconomics.com/Survey/Press Release.mvc/eb61a3cf235c4e5db08c649bef40de8c; 1/2/18 Returnto TOC
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Growth of global service sector activity improves in December

The end of 2017 saw rates of expansion in global service sector outputand new orders tick higher,
leading to a further solid increase in staffing levels.

The strongest upturnin business activity was registered in the business services category, where the
rate of increase accelerated to a four-month high. Growth eased in the consumer and financial
services sectors, withthe slower pace of expansion in the former.

National PMI data highlighted broad-based growth of business activity, with expansions signalled
in almost all of the countries covered. The sole exceptionwas Brazil, which saw output contract for
thethird straight month.

Accordingto the global PMI, growth of global services outputand new businessimproved at the
end of 2017. The performance over the final quarter was alsosolid, with businessactivity risingat a
similar pace to the third quarter’srecent high. On this positive heading, the sector should maintain
its current pace of expansion at the start of 2018.” — David Hensley, Global Economist, J.P. Morgan

Source: https:/Aww. markiteconomics.com/Survey/Press Release mvc/c6 14a54 74f204 758 aa7fef7d 708e446a; 1/4/18 Returnto TOC
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UK manufacturing sector growth remains solid at end of 2017

The UK manufacturing sectorended 2017 on a positive note. Although December saw rates of
expansion in output, new orders and employment slow from November’s highs, growth in all three
remained solid and well above long-runtrends.

UK manufacturingended 2017 on a positive footing. Although growth of outputand new orders
moderated during December, rates of expansion remained comfortably above long-term trend rates.
The sector has therefore broadly maintained its solid boost to broader economic expansionin the
fourth quarter. Theoutlook s also reasonably bright, with over 50% of companies expecting
production to be higher one year from now.

The main growth engines were the intermediate and investment goods sectors during December,
suggestingresilient business-to-business demand and capital spending trends, albeit in partdueto
risingexports. Growth in the consumer goods sector remained weak in comparisonand was the
only sub-industry to see outputexpand at a slower pace than November.” — Rob Dobson, Director &
Senior Economist, IHS Markit

Source: https://www.markiteconomics.com/Survey/Press Release.mvc/c6 d5055ead4b 4fd 9a1e8f0a6dd 959 23f; 1/2/18 Returnto TOC
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November Architecture Billings Index

Firm billings see fastest growth pace of the year

With growing workloads, firms pursue wide-ranging set of
strategies to deal with staffing issues

“Though billings at US architecture firms have seen healthy gains throughout 2017,
AIA’s Architecture Billings Index (ABI) for November indicated that the pace of
growth accelerated the score jumped to 55.0 for the month, its strongest reading for the
year. New project inquiries, as well as new design contracts coming into architecture
firms, also signified healthy growth. As such, indicators broadly point to very solid
business conditions at architecture firms as 2017 winds down.” — Kermit Baker, Chief
Economist, AIA , Honorable AIA

Source: https://www.aia.org/; 12/20/17 Returnto TOC
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A surge in architecture firm billings in November period
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Regional
Western firms report strong growth,
but firms in all regions seeing gains

Graphs represent data from November 2016-November 2017
across the four regions. 50 represents the diffusion center.

A score of 50 equals no change from the previous month
Above 50 shows increase; Below 50 shows decrease.
3-month moving average.
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Region

“Recent strength in ABI readings has pushed all four major regions and the three major
building categories into growth territory. In particular, firms in the West have
benefitted from the recent strength in billings, as they are reporting their strongest
scores in over four years. Firms in the Northeast and South are also seeing healthy
increases in design revenue. Firms in the Midwest report only very modest revenue
gains.” — Kermit Baker, Chief Economist, AIA , Honorable AIA

Source: https://www.aia.org/pages/162606-abi-November-2017-growth-returning-to-firm-b; 12/20/17 Returnto TOC
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Sector
In all major building sectors, :
design activity is healthy 55

Graphs represent data from November 2016-November 2017 sow

across the three sectors. 50 represents the diffusion center.

A score of b0 equals no change from the previous month. !
Above 50 shows increase; Below 50 shows decrease. 45 :
3-month moving average.
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Sector

“Even more significant is that all of the major building sectors are participating in the
solid gains in billings. Residential firms (preliminary November ABI score of 53.9),
commercial/industrial (53.3), and institutional (52.4) all are reporting growth levels
above the average pace of the first ten months of the year. Balanced growth across the
building spectrum points to a healthy construction sector for 2018.” — Kermit Baker,
Chief Economist, AIA , Honorable AIA

Source: https://www.aia.org/; 12/20/17
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Dodge Data & Analytics
New Construction Starts in November Slide 12 Percent

“At a seasonally adjusted annual rate of $650.5 billion, new construction starts in November
dropped 12% from October, according to Dodge Data & Analytics. Nonresidential building
fell 14% in November, retreating for the second month in a row after the sharp improvement
reportedin late summer. The nonbuilding construction sector, which can be volatileon a
month-to-month basis, plunged 32% in November after its 28% hike in October, which
included the start of two large natural gas pipeline projects. Meanwhile, residential building
managed to edge up 1% in November, as an improved amount for single family housing
slightly outweighed a moderate pullback for multifamily housing. During the firsteleven
months of 2017, total construction starts on an unadjusted basis were $687.1 billion, up 1%
from a year ago. The year-to-date increase for total construction was restrained by a 39%
downturn for the electric utility/gas plant category. Excluding electric utilities and gas plants,
total construction starts during the first eleven months of 2017 would be up 4% compared to
last year.

November’s data lowered the Dodge Index to 138 (2000=100), down from 157 for October
and this year’s high of 173 for September, which reflected the boost coming from several
unusually large projects— a $6.0 billion ethane cracker plant in Pennsylvania, the $4.0 billion
Delta Airlines new terminal facility at LaGuardia Airport in New York NY, and the $1.7
billion 50 Hudson Yards office tower in New York NY.” — Benjamin Gorelick, Spector &
Associates

Source: https://www.construction.com/news/new-construction-starts-november-slide-12-percent-Dec-2017; 12/21/17
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Dodge Data & Analytics

“While total construction starts fell considerably during October and November, the declines
came after an exceptionally strong September. If one takes the average of September,
October, and November, total construction starts during that period would be down only 1%
from the average of the previous eight months. On balance, the construction expansion has
continued during 2017, although it’s true that the rate of growth has slowed from the 6% gain
reported for 2016 as well as the 11% to 13% yearly gains reported from 2012 through 2015.

Several features stand out about the pattern of construction starts during 2017. For
nonresidential building, the upward momentum has shifted from commercial building to
institutional building, and the manufacturing building category is no longer exerting a
downward pull. For residential building, growth is being reported for the single family side
of the market, while multifamily housing appears to have peaked and is now retreating
moderately [emphasisadded]. For nonbuilding construction, public works has been lifted
this year by an especially strong amount of pipeline starts, while highway and bridge
construction has been steady and environmental public works has weakened. A further
retreat by electric utilities and gas plants continues to depress the nonbuilding total. Heading
into 2018, it’s expected that total construction activity will register modest growth next year,
and the passage of tax reform will play some role in shaping the pattern of activity.
Assuming that economic growth is boosted by the corporate tax cuts, the likely beneficiaries
would be commercial building and multifamily housing, although there’s also concern that
more limited deductions for state and local taxes could dampen some of the growth expected
for single family housing. The fact that private activity bonds retained their tax-exempt
status in the final tax reform legislation is viewed as a plus for institutional building and
public works.” — Robert Murray, Chief Economist, McGraw Hill Construction

Source: https://www.construction.com/news/new-construction-starts-november-slide-12-percent-Dec-2017; 12/21/17
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Dodge Data & Analytics

“Residential building in November was $302.1 billion (annual rate), up 1% from October.
Single family housing rose 4%, showing upward movement once again after the pause
experienced earlier in the year. Multifamily housing decreased 5% in November, retreating
for the second month in a row as the number of very large projects that are reaching
groundbreaking continues to settle back. In November, there were 6 multifamily projects
valued each at $100 million or more that reached groundbreaking, ... . The top five
metropolitan markets ranked by the dollar amount of multifamily starts in November were —
New York NY, Boston MA, Washington DC, Philadelphia PA, and Los Angeles CA.

During the January-November period of 2017, residential building grew 2% compared to last
year. Single family housing climbed 8%, providing the lift to the residential total as the
result of this year-to-date regional pattern — the South Atlantic, up 12%; the South Central
and the West, each up 8%; the Midwest, up 5%; and the Northeast, down 1%. In contrast,
multifamily housing registered a 12% year-to-date decline, as it begins to retreat after
seven straight years of growth. The nation’s leading multifamily market by dollar volume,
New York NY, increased 1% year-to-date as it appears to have stabilized after registering a
28% decline for the full year 2016. Rounding out the top five multifamily markets in the
January-November period, with their percent change from a year ago, were — Los Angeles
CA, down 12%; Chicago IL, down 22%; Washington DC, down 22%; and Atlanta GA, up
29%. Metropolitanareas ranked 6 through 10 were — Boston MA, down 32%; San Francisco
CA, down 6%; Miami FL, down 48%; Seattle WA, down 16%; and Philadelphia PA, up
70%.” — Robert Murray, Chief Economist, McGraw Hill Construction

Source: https://www.construction.com/news/new-construction-starts-november-slide-12-percent-Dec-2017; 12/21/17
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November 2017 Construction Starts ovember 2017 Construction Starts

Monthly Summary of Construction Starts
Prepared by Dodge Data & Analytics

The Dodge Index

of New Construction Starts Monthly Construction Starts
(Year 2000 = 1 00} Seasonally Adjusted Annual Rates, in Millions of Dollars
180 November2017  October2017 % Change
Nonresidential Building $220,082 $255,279 -14
Residential Building 302,072 297,932 +1
Nonbuilding Construction 128,385 189,539 32
Total Construction $650,539 $742,750 -12

The Dodge Index
Year 2000=100, Seasonally Adjusted

November 2017 .....138
October 2017 ......... 157

Year-to-Date Construction Starts
Unadjusted Totals, in Millions of Dollars

11 Mos. 2017 11 Mos. 2016 % Change

Nonresidential Building $250,388 $233,895 +7
Residential Building 278,875 274,380 +2
Nonbuilding Construction 157,820 169,931 -7
Total Construction $687,083 $678,206 +1
Source:; DOCIQE Data & Analyﬁcs Total Construction, excluding
electric utilities/gas plants $659,176 $632,175 +4

Source: https://www.construction.com/news/new-construction-starts-november-slide-12-percent-Dec-2017; 12/21/17 Returnto TOC
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Chicago Business Barometer™
80

MNI Chicago
70 December Chicago Business
Barometer Rises to 67.6
“The MNI Chicago Business
Barometer rose to 67.6 in
December, up from 63.9 in
November, closing the year at the
highest level since March 2011.
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Production, New Orders Propel Barometer to
Six-and-a-Half Year High

On a calendar quarter basis, the Barometer roseto 65.9in Q4 from 61.0 in Q3, the best quarterly
performancesince Q1 011, only the second time in the last decade there have been three
consecutive above-60readingsin the Oct-Dec period. Both outputand demand showed strong
gains in December, with each rising to multi-year highs. The Productionindicator roseto a level
last seen higher 34 years ago, while the New Orders Indicator hit a three-and-a-half year high. As
for the other three indicatorsthat comprise the Barometer, Order Backlogs also grew, but
Employmentand Supplier Deliveries fell on the month.

Sentiment among businesses started 2017 in good shape and only impressed more as the year
progressed. December ’sresultsecured the MNI Chicago Business Barometer’s first full year of
expansion since 2014 and with New Orders ending the quarter in fine shape there is every chance
this form could be carried over into 2018.” — Jamie Satchi, Economist, MNI Indicators

Source: https://www.ism-chicago.org/index.cfm; 12/28/17 Returnto TOC
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The Conference Board Leading Economic Index® (LEI) for the U.S.
Increased Again 0.4 percent in December to 130.9 (2010 = 100),
followinga 1.2 percent increase in October, and a 0.1 percent increase in September.

U.S. Composite Economic Indexes (2010 = 100)

The Conference Board Leading Economic Index® (LEl) for the U.S. Increased in November

Peak 01:3 07:12

Trough: 01:11 09:6
135

The Conference Board Leading Economic Index® (LEI) for the United States

130 |—— The Conference Board Coincident Economic Index® (CEI) for the United States

Index (2010=100)

99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18

Latest LEI Trough March 2009, Latest CEI| Trough June 2009
Shaded areas represent recessions as determined by the NBER Business Cycle Dating Committee.
Source: The Conference Board

Solid Growth to Continue into
Early 2018

“The U.S. LEI roseagain in November,
suggesting that solid economic growth will
continue into the first half of 2018. Inrecent
months, unemployment insurance claims have
returned to pre-hurricane levels. In addition,
improving financial indicators, new orders in
manufacturing and historically high consumer
sentiment have propelled the U.S. LEI even
higher.” — Ataman Ozyildirim, Director of
Business Cycles and Growth Research, The
Conference Board

“The Conference Board Coincident Economic Index® (CEI) for the U.S. increased 0.3 percentin
November t0116.5(2010=100), followinga 0.3 percent increase in October,and a 0.1 percent

increase in September.

The Conference Board Lagging Economic Index® (LAG) for the U.S. increased 0.1 percentin
November to 125.6 (2010 =100), followinga 0.3 percent increase in October and a 0.1 percent

decline in September.” — The Conference Board

Source: https://www.conference-board.org/data/bcicountry.cfm; 12/21/17
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MNumber of Total Online Job Ads
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The Conference Board Help Wanted OnLine® (HWOL)
Online Job Ads Increased 229,700 in December

«  “Gains widespread across all regions and most States and MSASs
* Most occupations showed gains over the month

Online advertised vacancies increased 229,700 to 4,930,700 in December, accordingto The
Conference Board Help Wanted OnLine® (HWOL) Data Series. The November Supply/Demand
rate stands at 1.41 unemployed for each advertised vacancy, with a total of 1.9 million more
unemployed workers than the number of advertised vacancies. The number of unemployed was
approximately 6.6 million in November.

The Professional occupational category saw gains in Education, Training, and Library (56.0), Art,
Design, Entertainment (13.3) and Management (12.5). The Services/Production occupational category
saw gains in Transportation (49.2), Office and Admin (21.6), and Buildingand Grounds Cleaningand
Maintenance (14.0).” — Carol Courter, The Conference Board

Source: https://www.conference-board org/data/helpwantedonline.cfm; 1/3/18 Returnto TOC
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Equipment Leasing and Finance Association

Equipment Leasing and Finance Industry Confidence
Increases Again in December

“The Equipment Leasing & Finance Foundation (the Foundation)releases the December 2017
Monthly Confidence Index for the Equipment Finance Industry (MCI-EFI). Designed to collect
leadership data, the index reportsa qualitative assessment of both the prevailing business
conditions and expectations for the future as reported by key executives from the $1 trillion
equipment finance sector. Overall, confidence in the equipment finance marketis 69.4 in
December, an increase from 67.0 in November and the highest level in nine months.” —
Anneliese DeDiemar, Author, Equipment Leasing & Finance Association

“A number of factors enter into our optimism regarding an improved business environment,
however, the anticipated removal of uncertainty regarding accounting rule and tax code changes
are key events. Aligned with this optimism is our expansion into new business silos to take
advantage of a resurgence of business in key sectors of our large ticket model. Our ability to
drive higher returns through niche markets has encouraged the bank to increase its investment in
our business providinga strong commitment to growth.” — Frank Campagna, Group Vice
President, Line of Business Manager, M&T Bank Commercial Equipment Finance

Source: https://www.elfaonline.org/news/industry -news/read/2017/12/15/equipment-leasing-and-finance-industry-confidence-increases-again-in-december; 12/15/17 Returnto TOC
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Equipment Leasing and Finance Association

December 2017 Survey Results:

“The overall MCI-EFI is 69.4 in December, up from 67.0 in November.

When asked to assess their business conditions over the next four months, 32.1% of executives
responding said they believe business conditions will improve over the next four months,
relatively unchanged from 32.4% in November. 67.9% of respondents believe business
conditions will remain the same over the next four months, also relatively unchanged from
67.7% the previous month. None believe business conditions will worsen, also unchanged
from the previous month.

46.4% of survey respondents believe demand for leases and loans to fund capital expenditures
(capex) will increase over the next four months, an increase from 35.3% in November. 53.6%
believe demand will “remain the same” during the same four-month time period, down from
64.7% the previous month. None believe demand will decline, unchanged from November.

25.0% of the respondents expect more access to capital to fund equipment acquisitions over the
next four months, down from 29.4% in November. 67.9% of executives indicate they expect the
“same” access to capital to fund business, relatively unchanged from 67.7% lastmonth. 7.1%
expect “less” access to capital, up fromnone last month.

When asked, 53.6% of the executives reportthey expect to hire more employees over the next
four months, an increase from 35.5% in November. 46.4% expect no change in headcount over
the next four months, a decrease from 61.8% last month. Noneexpectto hire fewer employees,
a decrease from 2.9% in November.” — Anneliese DeDiemar, Author, Equipment Leasing &
Finance Association

Source: https://www.elfaonline.org/news/industry -news/read/2017/12/15/equipment-leasing-and-finance-industry-confidence-increases-again-in-december; 12/15/17
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Equipment Leasing and Finance Association
December 2017 Survey Results:

*  “0.7% oftheleadership evaluatethe current U.S. economy as “excellent,” down from 17.7%
last month. 89.3% oftheleadership evaluate the current U.S. economy as “fair,” an increase
from 82.4% in November. Noneevaluateit as “poor,” unchanged fromlast month.

* 42.9% ofthesurvey respondents believe that U.S. economic conditions will get “better” over
the next six months, an increase from 32.5%in November. 57.1% of survey respondents
indicate they believe the U.S. economy will “stay the same” over the next six months, a
decrease from 64.7% the previous month. None believe economic conditionsin the U.S. will
worsen over the next six months, a decrease from 2.9% who believed so in November.

« In December, 57.1% of respondents indicate they believe their company will increase spending
on business developmentactivities during the next six months, an increase from52.9% in
November.42.9% believe there will be “no change” in business development spending, a
decrease from 47.1% the previous month. None believe there will be a decrease in spending,
unchanged from lastmonth.” — Anneliese DeDiemar, Author, Equipment Leasing & Finance
Association

Source: https://www.elfaonline.org/news/industry -news/read/2017/12/15/equipment-leasing-and-finance-industry-confidence-increases-again-in-december; 12/15/17 Returnto TOC
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2018 Equipment Leasing & Finance
U.S. Economic Outlook

December 2017: Economic Headwinds

“The housing sector may continue to disappoint in 2018, major changes in immigration
policy behind the scenes will take some wind out of the U.S. economy’s sales, and
trade policy risks persist.

« Weak Residential Investment: Residential investment growth was remarkably
weak in 2017, posting its two largest quarterly contractions since 2010. This
weakness was driven by various supply-side headwinds, including a skilled labor
shortage and high input prices (particularly lumber). As such, housing starts lagged
for most of the year and are essentially flat compared to last December. Housing
permits have also flat lined in 2017, though in October they did climb above 1.3
million for the first time in more than two years. While many economists have
been expecting a housing recovery, the critically low supply of homes for sale has
sent prices rising much faster than buyers’ incomes. Moreover, the Fed’s planned
policy normalization will drive up mortgage rates, which will exacerbate existing
affordability concerns. This combination of shrinking supply and rising borrowing
costs should incentivize builders to break ground on new homes — though there are
few signs yet that this will occur in early 2018.” — Equipment Leasing & Finance
Association

Source: https://www.store.leasefoundation.org/Products/2018 ECOOUT .pdf; 12/15/17
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December 2017 Manufacturing ISM® Report On Business®

December PMI® at 59.7%

New Orders, Production, and Employment Continue Growing
Supplier Deliveries Slowing at Faster Rate, Backlog Growing
Raw Materials Inventories Contracting, Customers’ Inventories Too Low
Prices Increasing at Faster Rate
“Economic activity in the manufacturing sector expanded in November, and the overall economy grew
for the 103rd consecutive month, say the nation’s supply executives in the latest Manufacturing ISM®
Report On Business®.

The December PMI® registered 59.7 percent, an increase of 1.5 percentage points from the November
reading of 58.2 percent.

The New Orders Index registered 69.4 percent, an increase of 5.4 percentage points from the November
reading of 64 percent.

The Production Index registered 65.8 percent,a 1.9 percentage point increase compared to the November
reading of 63.9 percent.

The Employment Index registered 57 percent, a decrease of 2.7 percentage points from the November
reading of 59.7 percent.

The Supplier Deliveries Index registered 57.9 percent, a 1.4 percentage point increase fromthe November
reading of 56.5 percent.

The Inventories Index registered 48.5 percent, an increase of 1.5 percentage points from the November
reading of 47 percent.

The Prices Index registered 69 percent in December, a 3.5 percentage point increase from the November
reading of 65.5 percent, indicating higher raw materials prices for the 22nd consecutive month.

Comments from the panel reflect expanding business conditions, with new orders and production leading
gains; employment expanding at a slower rate; order backlogs expanding at a faster rate; and export orders
and imports continuing to grow in December. Supplier deliveries continued to slow (improving) at a faster
rate, and inventories continued to contract at a slower rate duringthe period. Price increases continued at a
faster rate. The Customers’ Inventories Index declined and remains at low levels.” — Timothy R. Fiore,
CPSM, CPSD, Chair of the ISM® Manufacturing Business Survey Committee

Source: ; https://mww.instituteforsupply management.org/l SMReport/MfgROB.cfm; 1/3/18 Returnto TOC
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December 2017 Non-Manufacturing ISM® Report On Business®

December NMI® at 55.9%

Business Activity Index at 57.3%; New Orders Index at 54.3%;
Employment Index at 56.3%

“Economic activity in the non-manufacturing sector grew in November for the 96th consecutive month,
say the nation's purchasing and supply executives in the latest Non-Manufacturing ISM® Report On
Business®. The NMI® registered 55.9 percent, which is 1.5 percentage points lower than the
November reading of 57.4 percent. Thisrepresents continued growth in the non-manufacturing sector
at a slower rate.

The Non-Manufacturing Business Activity Index decreased to 57.3 percent, 4.1 percentage points lower
than the November reading of 61.4 percent, reflecting growth for the 101st consecutive month, at a
slower rate in December.

The New Orders Index registered 54.3 percent, 4.4 percentage points lower than the reading of 58.7
percent in November.

The Employment Index increased 1 percentage point in December to 56.3 percent from the November
reading of 55.3 percent.

The Prices Index increased by 0.1 percentage point from the November reading of 60.7 percent to 60.8
percent, indicating that prices increased in December for the seventh consecutive month.

According to the NMI®, 14 non-manufacturing industries reported growth. There has been a second
consecutive month of pullback in the rate of growth. Overall, the majority of respondents’ comments
indicate that they finished the year on a positive note. They also indicate optimism for business
conditionsand the economic outlook going forward.” — Anthony Nieves, CPSM, C.P.M., CFPM, Chair
of the Institute for Supply Management® (ISM®) Non-Manufacturing Business Survey Committee

Source: https://www.instituteforsupplymanagement.org/l SMReport/NonMfgROB.cfm; 1/5/18 Returnto TOC
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IHS Markit U.S. Manufacturing PMI (s. adjusted)

Markit U.S.
Manufacturing PMI™
“The seasonally adjusted IHS Markit final US
Manufacturing Purchasing Managers’ Index™
(PMI™) registered 55.1 in December, up from 53.9
in November. The latest index reading was the

HS Markit U.S. Manufacturing PMI

highest since March 2015 and signalled a solid
\ } improvementin the health of the sector. December
¥ data also rounded off the strongest quarterly

. Source: IHS Markit .
4 Jan-15 Jan-16 Jan-17 performance since the start of 2015.

December PMI signals strongest manufacturing growth since March 2015
December data indicated a marked improvement in US manufacturing operating conditions. The
latest upturn was supported by faster increases in outputand new orders, amid reports of greater
client demand. In line with stronger production growth, employmentrose further and at the fastest
pacesince September 2014. Backlogs meanwhile increased at the quickestrate since October 2015
to indicate ongoing capacity pressures. Supply chain delays and increased global demand for
inputs pushed costsup further, with the rate of cost inflation remaining sharp overall. Charge
inflation, however, softened. Business confidence remained robust, driven by more favourable
demand conditions.

US manufacturers ended 2017 on a high. Output growth accelerated to its fastest since the start of the
year on the back of a marked upswing in demand as the year came to a close. Prospects for the upturn
also look good. With business optimism about the year ahead running at its highest for two years in the
closing months of 2017, companies are clearly expecting to be busier in 2018.

The combination of strengthening growth, asolid labour market and rising prices will add to
expectationsthat the Fed will remain on track for another rate hike in the near future, with March
looking a likely possibility.” — Chris Williamson, Chief Economist, Markit®

Source: https://www.markiteconomics.com/Survey/PressRelease. mvc/622e03c622 3f4 72faa3 7c6e44f89a679; 1/2/18 Returnto TOC
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Service sector business activity (seasonally adjusted)

L3 L4 TM
IHS Markit US Services PMI Business Activity Index Marklt U.S. Semces PMI

“““““““““““““““““““““““““““““““““““““““““““““““““ “The seasonally adjusted IHS Markit U.S.
Services Business Activity Index registered 54.5
in November, down from 55.3 in November.
Althoughthe latest index reading indicated a
slightly weaker output expansion, the overall rate
of growth was strong by recent standards

B e e e nonetheless. Anecdotal evidence suggested that

—_— | es PM Busine v increases in activity were due to greater new order

volumes and robust client demand.

Business activity growth eases in November

November survey datasignalled a slower rate of expansion in business activity across the US
service sector. Although output growth eased slightly to a five-month low, the upturnin new
businessaccelerated and was solid overall. Employment growth meanwhile reached a three-month
peak, which helped alleviate capacity pressures. In line with this, backlog accumulation softened to
a five-month low. Inflationary pressures intensified with both input prices and output charges rising
at quicker paces. The latestsurvey also indicated a fall in business confidenceto the joint-lowest
since February.

The slowest growth of service sector business activity since June, alongside a slight dip in the pace
of manufacturing expansion, means the November PMI surveysregistered a modest coolingin the
overall rate of business growth. Mid-way throughthe fourth quarter, the surveysaresstill pointing
toa reasonable GDP growthrate of approximately 2.5%. Disappointingly, optimism aboutthe year
ahead deteriorated as companies grew increasingly cautiousabout the outlook for 2018, suggesting
risk aversion may start to rise, which could hit hiringand investment. However, for now,
businesses generally remain in expansion mode and the upturnshows few signs of losing
momentum to any significantextent.” — Chris Williamson, Chief Economist, Markit®

Source: https://www.markiteconomics.com/Survey/Press Release.mvc/783be4bd 1e5e45feaaa841d 00b8c51ea; 12/5/17 Returnto TOC



Private Indicators

National Association of Credit Management —
Credit Managers’ Index

“After a record-setting November, credit managers are reportinga slight step back in the latest
Credit Managers’ Index (CMI). The drop in the performance of the favorable factors was
dramaticand not the least expected given the patterns thathave been noted for the last several
months.

The overall score in November was 56.6 and has fallen to 54.2 — the lowest reading since May.
More distressingis the reason for the decline, as the biggest drop was in the favorable factors.
They fell from an overall score of 65.7 to 59.4, the first time this category has dropped out of the
60s in well over a year. The unfavorable category was the bright spot this month, as it scarcely
changed — increasing from 50.4 t0 50.8.

All of the favorable measures suffered this month. Some dropped like a stone. Sales fell hard
from 68.3 t0 59.2 — nearly a 10-point decline — hitting a low point not reached since December
2016. The new credit applicationsalso fell from the 60s to 57.3. The dollar collections category
slipped out of the 60s by the narrowest of margins (63.1 to 59.1). Only amount of credit
extended managed to stay in the 60s, with a reading of 61.8 after November’s 67.8.

There was considerably less movement in the unfavorable categories, which is a good thing this
month. There were even some minor improvements. The rejections of credit applications
stayed in the 50s, but slid slightly from 52.4 to 51.4. Accounts placed for collection fell out of
the 50s again by slippingto 49.8 from November’s 50.5. This category has been slippingback
and forth across the barrier between expansion (over 50) and contraction (under 50) all year.
The disputes category increased a little, but still stayed in the contraction zone — 49.7 as
compared to the 48.3 notched in November.” — Adam Fusco, Associate Editor, NACM

Source: http://web.nacm.org/CMI/PDF/CMIcurrent.pdf; 12/31/17
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National Association of Credit Management -
Credit Managers’ Index

“In November, the sense was that real progress was ahead and many people have been
speaking of 2018 with great expectations. It may yet work out that way. This month may be
written off as an anomaly, but it may also signal that some of those weaknesses that had been
warned about are manifesting.

The dollar amount beyond terms has been a challenge all year as the slow pays show up one
month and not so much the next. This time the reading was better than it was the month
before, but still hovers in the 40s.

It begs the question — which of these is the anomaly? Is it the good growth that has been
showing up in the GDP numbers or is this month an oddity for the credit managers? Both the
manufacturing and service sectors have seen this decline, so it isn’t a matter of one part of the
economy struggling. This is the point that demands some attention to the pattern that has
been established with the CMI in the past. Given that credit activity precedes a great deal of
the business cycle, the CMI often serves as an early warning system. Still, even with the big
declines, the overall score is comfortably above the line and in expansion territory. The
favorable categories have been near record levels much of the year. Perhaps it was time for
them to come back to earth. It is hoped that thisis not the beginning of a more serious slide.”
— Dr. Chris Kuehl, Economist, NACM

Source: http://web.nacm.org/CMI/PDF/CMIcurrent.pdf; 12/31/17
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Combined Manufacturing and Dec | Jan | Feb | Mar | Apr | May | Jun | Jul | Aug | Sep | Oct | Nov | Dec
Service Sectors (seasonally adjusted) '16 '17 '17 '17 '17 '17 '17 '17 '17 '17 '17 '17 '17
Sales 58.6 | 60.1 | 62.6 [ 61.2 | 63.8 | 60.6 [ 66.5 | 62.8 | 62.2 [ 67.3 | 66.8 | 68.3 | 59.2
New credit applications 57.0 1 60.8 | 62.0 | 60.5 | 62.0 | 59.3 | 59.8 | 59.7 | 61.2 | 60.5 | 62.8 | 63.7 | 57.3
Dollar collections 59.5 | 58.2 | 63.0 | 56.4 | 61.2 | 56.7 | 62.5 | 60.2 | 58.9 | 60.0 | 60.2 | 63.1 | 59.1
Amount of credit extended 61.4 | 64.1 |66.8 | 644 |67.2 |63.6 |66.8|64.1|66.7|66.3|655]|67.8]|618
Index of favorable factors 59.1 | 60.8 | 63.6 | 60.6 | 63.6 | 60.0 | 63.9 | 61.7 | 62.2 | 63.5 | 63.8 | 65.7 | 59.4
Rejections of credit applications 51.3 | 50.6 | 51.4 | 51.6 | 52.1 | 52.4 | 52.6 | 51.9 | 52.2 | 52.5 | 51.8 | 52.4 | 51.4
Accounts placed for collection 49.7 | 49.4 | 48.2 [ 49.8 | 49.0 | 485 [ 49.3 | 48.9 | 48.7 | 50.3 | 49.5 | 50.5 | 49.8
Disputes 49.8 | 46.0 | 48.7 [ 48.5|149.1 | 479 | 50.4 | 48.8 | 49.1 | 51.7 | 47.6 | 48.3 | 49.7
Dollar amount beyond terms 49.3 [48.4 | 51.0 |47.4 [ 51.0 | 459 |50.4 |48.3 | 474|504 |47.3 |47.5]493
Dollar amount of customer deductions 498 | 48.7 | 476 |49.8 [ 49.2 | 48.7 | 49.1 | 48.1 | 49.2 | 49.8 | 48.7 | 48.9 | 49.7
Filings for bankruptcies 55.0 | 53.9 | 53.2 | 53.8 | 53.5 | 52.7 | 53.4 | 53.6 | 55.3 | 56.2 | 55.3 | 55.1 | 55.0
Index of unfavorable factors 50.8 | 49.5 | 50.0 | 50.2 | 50.6 | 49.3 | 50.9 | 49.9 | 50.3 | 51.8 | 50.0 | 50.4 | 50.8
NACM Combined CMI 54.1 | 54.0 | 55.4 | 54.3 | 55.8 | 53.6 | 56.1 | 54.6 | 55.1 | 56.5 | 55.5 | 56.6 | 54.2

Source: http://web.nacm.org/CMI/PDF/CMIcurrent.pdf; 12/31/17
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e o DECEMBER 2017 Report:
i M8 Average Monthly Optimism Sets
5 100 All-time Record In 2017
* 90 “Small business confidence blasted off the
w day after the 2016 electionand remained in
g " the stratosphere for all of 2017, making last
00 03 06 o? 12 1S year an all-time record setter for the NFIB

Index of Small Business Optimism....” —
NFIB.cou/sboi Holly Wade, NFIB

NFIB Small Business Optimism Index For December Caps
A History-making Year

“2017 was the most remarkable year in the 45-year history of the NFIB Optimism Index. With a
massive tax cut this year, accompanied by significant regulatory relief, we expect very strong

growth, millions more jobs, and higher pay for Americans.” —Juanita Duggan, NFIB Presidentand
CEO, NFIB

“We’vebeen doing this research for nearly halfa century, longer than anyone else, and I’ve never
seen anything like 2017. The 2016 election was like a dam breaking. Small businessownerswere

waiting for better policies from Washington, suddenly they got them, and the engine of the
economy roared back to life.” — William C. Dunkelberg, Chief Economist, NFIB

“The Optimism Index for last month camein at 104.9, slightly lower than the near-record
November report butstill a historically exceptional performance. That makes 2017 the strongest
year ever in the history ofthe survey. Theaverage monthly Index for 2017 was 104.8. The
previousrecord was 104.6, set in 2004.” — Holly Wade, NFIB

Source: http://www.nfib.com/surveys/small-business-economic-trends/; 1/9/18 Returnto TOC
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Commentary

“There’s a critical shortage of qualified workers and it’s becoming a real cost driver for small
businesses. They are raising compensation for workers in order to attract and keep good
employees, but that’s a positive indicator for the overall economy.” — William C. Dunkelberg,
Chief Economist, NFIB

“Two of the December components posted gains, five declined, and three remained
unchanged. Moving the Index moderately lower were declines in Expected Better Business
Conditions (11-point decline) which tends to fluctuate sharply and Inventory Plans (8-point
decline). Small business owners were bedeviled by a labor shortage in 2017 that grew more
intense as optimism rose. The NFIB Jobs Report last week showed that problem reaching
record levels.

Offsetting the dip in Expected Better Business Conditions was a dramatic,14-point
improvement in Actual Sales for December. In November, a net negative five percent of all
firms reported sales increases. A net nine percent reported higher sales in December,
indicating a very strong holiday season for small business.” — Holly Wade, NFIB

“The lesson of 2017 is that better policies make for better economic results. The evidence is
overwhelming that small business owners pay close attention to Washington, and that federal
policies affect their decisions on whether to hire, whether to invest, whether to grow
inventory, and whether to seek capital.” — Juanita Duggan, NFIB Presidentand CEO, NFIB

Source: http://www.nfib.com/surveys/small-business-economic-trends/; 1/9/18 Returnto TOC
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102 3-Month National
Trend
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12/2017
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The Paychex | IHS Small Business Jobs Index

National Jobs Index

*  “At99.70in December, the Paychex | [HS Market Small Business Jobs Index has fallen a full
percentage pointfrom its February level, 100.78.

» After moderating just below 100 for several months, the national index dropped morein
December (0.16 percent) than the past four months combined (0.12 percent).” —James Diffley,
Chief Regional Economist, IHS Markit

Source: https://www.paychex.com/employment-watch; 1/2/18 Returnto TOC
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. .
-1 0.9 0 0.5 1
Midwest 99.55 -0.39%
Northeast 99.52 -0.84%

South 100.37 -0.80%
West 99.34 -0.96%

Note: Percentages displayed in the regional heat map
reflect 12-month changes.

Source: https://www.paychex.com/employment-watch; 1/2/18

The Paychex | IHS Small
Business Jobs Index

Regional Jobs Index

“At 100.37, the South is the only
region with an index above 100, and
has ranked first every month in 2017.

All four regions declined from last
month and last year. At the division
level, only the West South Central,
with the oil recovery, and New
England improved the pace of small
business job growth year-over-year.”
— James Diffley, Chief Regional
Economist, IHS Markit
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“The S&P CoreLogic Case-Shiller U.S. National Home Price NSA Index, coveringall nine U.S.
census divisions, reported a 6.2% annual gain in October, up from 6.1% in the previous month.
The 10-City Composite annual increase came in at 6.0%, up from 5.7%the previous month. The
20-City Composite posted a 6.4% year-over-year gain, up from 6.2%the previous month..

S&P CoreLogic Case-Shiller National Home Price NSA Index
Continues Steady Gains in October

Home prices continue their climb supported by low inventories and increasing sales. Nationally,
home prices areup 6.2% in the 12 months to October, three times the rate of inflation. Sales of
existinghomes dropped 6.1% from March through September; they have since rebounded 8.4% in
November. Inventories measured by months-supply of homes for sale dropped from the tight level
of 4.2 months last summer to only 3.4 months in November.

Underlyingtherising prices for both new and existinghomes are low interest rates, low
unemploymentand continuing economic growth. Some of these favorable factors may shift in
2018. TheFed is widely expected to raise the Fed funds rate three more times to reach 2% by the
end of the New Year. Sincehome prices arerising faster than wages, salaries,and inflation, some
areas could see potential home buyers compelled to look at renting. Datapublished by the Urban
Institute suggests that in some West coast cities with rapidly rising home prices, renting is more
attractive thanbuying.” — David Blitzer, Managing Director and Chairman of the Index Committee,
S&P Dow Jones

Source: http://us.spindices.com/index-family/real-estate/sp-corelogic-case-shiller; 12/26/17 Returnto TOC
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S&P/Case-Shiller Home Price Indices
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“The indices have a base value of 110 in January 2000; thus, for example, a current index value of 150 translates to
a 50% appreciation rate since January 2000 for a typical home located within the subject market.” — S&P CoreLogic
Sources: S&P Dow Jones Indices and CoreLogic; Datathrough August 2017

Source: http://us.spindices.com/index-family/real-estate/sp-corelogic-case-shiller; 12/26/17 Returnto TOC
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U.S. Population Up 5.90% Since the 2010 Census

(April 1, 2010 to January 1, 2018)

Every vear, the Census Burean projects the U_S. population on New Year's
Day. In December 2017, the populahon was projected to be 326,971,407 on
Jarmary 1, 2018 This is an increase of 2,314,238, or 0.71 percent from
Tarmary 1, 2017 Since Census Day, April 1, 2010, the population has grown

5,719,178 on July 1, 2017, a

percent.
by 18,225,587, or 5.90 percent o Ct
) ] R Annual Percent %
Population Change from Census 2010 Change “
%
Apsil 1, 2010 to Fuly 1, 201 al 0 to Taly 1, 2017 0%
—
Change 0.8%
. - ™
- e ,_
> o ~

State Rankings by Percent Change

State Rankings by Population Growth

- amsEEE I““I ‘ 2011

Arsmal Estimates of the Resident Population: Fuly 1. 2010 to Faly 1. 2017
Source: Vintage 2017 Population Estimates, Population Division, U5, Census Burean
— Bt o

Census

Release Dates: For the United States, states, and Puetio Rico Commamealth, December 2017.

U.S. Population Up 5.90% Since the 2010 Census
Link to U.S. interactive population map:

https://www.census.gov/library/visualizations/interactive/population-increase.htmi

Source: https://www.census.gov/library/visualizations/interactive/population-increase.html; 1/8/18
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U.S. Census Bureau
Idaho is Nation’s Fastest-Growing State

“Idaho was the nation’s fastest-growing state over the last year. Its population increased 2.2 percent
to 1.7 million from July 1, 2016, to July 1, 2017. Following Idaho for the largest percentage
increases in population were: Nevada (2.0 percent), Utah (1.9 percent), Washington (1.7 percent),
and Floridaalongwith Arizona (1.6 percent).

The U.S. populationgrew by 2.3 million between July 1,2016, and July 1, 2017, representing a
0.72 percentincreaseto 325.7 million. Furthermore, the population of voting-age residents (adults
age 18 and over) grew to 252.1 million (77.4 percent of the 2017 total population), an increase of
0.93 percentfrom 2016 (249.5 million). Net international migration decreased 1.8 percent between
2016 and 2017, makingit the first drop since 2012-2013. However, net international migration
continues to be a significant factor in the population growth of the United States, adding just over
1.1 million peopleinthe last year.

States in the Southand West continued to lead in population growth. In 2017, 38.0 percentofthe
nation’s population lived in the Southand 23.8 percent lived in the West.

In additionto the population estimates for the 50 statesand the District of Columbia, the new
estimates show that Puerto Rico had an estimated population of 3.3 million, a decline from 3.4
millionin 2016.”—U.S. Census Bureau

“Domestic migration drove change in the two fastest-growing states, Idahoand Nevada, whilean
excess of births over deaths played a major partin the growth of the third fastest-growing state,
Utah.” — Luke Rogers, Chief, Population Estimates Branch, U.S. Census Bureau

Source: https://www.census.gov/newsroom/press-releases/201 7/estimates-idaho.html/; 12/22/17
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Top 10 States in Numeric Growth:
2016 to 2017

Rank | Name 2010 2076 2077 Numeric
growth
Texas 145100 | 27904862 | 28304596 | 399734
2 | Florida 18804594 | 20856589 | 20984400 | 327811
3 | calfomia | 37254513 | 3929476 | 39535653 | 240177
Top 10 Most Populous States:
4 [ Washingon | 6724545 7280934 | 7405743 | 124809
2017
5 | Nomh 8538721 10156669 | 10273419 | 15730
Carolina Rank | Name 2010 2016 2017
6 | Georgia 5,688,690 10313620 | 10429379 | 115759 —
1 California 37254518 | 39296476 | 39536663
7| Aizona £.392.309 6908642 | TDIB2I0 | 107628
2 Texas 25146100 | 27904862 | 28304595 .
8 | Colorado 5,029,325 553,105 | 5607154 | 77,049 Top 10 States in Percentage
3 Florida 18804504 | 20656589 | 20,984.400
9 Tennessee 6,346,295 6,649,404 6715984 | 66,580 Growth: 2016 to 2017
10| south 4625381 4950822 | 5024369 sasar| | 4 New York 19378110 | 19836286 | 19,849.399 Rank | Name 2010 2016 2017 Percent
Carolina growth
5 Pennsylvania | 12702,857 | 12787.085 | 12,805537
1 Idaho 1,567,650 1,680,026 1,716,943 22
6 llinois 12831565 | 12835726 | 12,802,023 2 | Neveda 2700691 J939251 | 23803 | 20
7 Ohio 11536.730 11,622,554 11,658,609 3 Utah 2,763,889 3,044,321 3,101,833 19
) 4 Washington 6,724 545 7,280,934 7.405.743 17
8 Geargia 9688690 | 10313620 | 10429379
5 Florida 18,804,594 20,656,589 20,984,400 18
9 North 9,535,721 10156689 | 10,273.419
Carolina 6 Arizona 6,392,309 6,908,642 7.016,270 16
7 Texas 25,146,100 27,904,862 28,304,596 14
10 | Michigan 9,884,129 9,933,445 9,962,311
8 District of 601,766 684,336 693,972 14
Columbia
9 Colorado 5,029,325 5,530,105 5.607.154 14
10 Oregon 3,831,072 4,085,989 4,142,776 14

U.S. Census Bureau

“Eight states lost population between July 1,2016,and July 1,2017. Illinois had the largest
numeric decline, losing 33,703 people (this was a relatively small percentage change compared to
its population of 12.8 million). Wyoming had the largest percentage decline (1.0 percent). Three
states that had been losing population in the previous year, Pennsylvania, Connecticutand Vermont,
saw slight increases.”—U.S. Census Bureau

Source: https://www.census.gov/newsroom/press-releases/201 7/estimates-idaho.html/; 12/22/17 ReturnTOC
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Zillow
As Rents Rise, More Renters Turn to Doubling Up
« “30 percent of working-age adults—aged 23 to 65— live in doubled-up households, up froma
low of 21 percent in 2005 and 23 percentin 1990.

» Adults living with roommates or family members earn 67 cents for every dollar made by adults
who live on their own (or with a partner).

Morethan half (54 percent) of youngadultsaged 23-29 live in doubled-up households, with
either roommates or family members.

As rent consumes a growing share of household income in many cities, some people mustrelocate
or find ways to offset rising prices. Anincreasingly popular way to cut costs is by addinga

roommate. Nationally, 30 percent of working-age adults —aged 23 to 65 — live in doubled-up
households, up from a low of 21 percent in 2005 and 23 percent in 1990. [1]

We define a doubled-up household as one in which at least two working-age, unmarried or un-
partnered adults live together. Forexample, a 25-year-old son living with his middle-aged parents
would constitute a doubled-up household, as would two 23-year-old roommates who are not
partneredto each other. Adoubled-up household containspeople who might chooseto live apart
under different circumstances, financial or otherwise.” — Lauren Bretz. Data Scientist, Zillow

Source: https://www.zillow.com/research/rising-rents-more-roommates-17618/; 12/14/17 ReturnTOC
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The Share of Adults Living in Doubled-Up Households Varies
Dramatically By Metro

Share of (working-age) adults in doubled-up households
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Source: https://www.zillow.com/research/rising-rents-more-roommates-17618/; 12/14/17 ReturnTOC
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Share of Doubled-Up Adults Grows as Rent Affordability Worsens

Share of (working-age) adults in doubled-up households vs. rental affordability, top 35 metros
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“Somepeopledo chooseto live with others for companionship or convenience. However, our
research suggeststhatthe trend toward doubling-up is often driven by financial concerns. For
instance, thereis a strong relationship between doubling-up and rental affordability: In metro areas
whererent drains a larger share of household income, more adults choose to live with roommates or
family members. Some of the most extreme examples include Los Angeles (46 percent doubled-
up), Miami (41 percent), and San Francisco (38 percent).

Thereis other evidence that doubling up is motivated by affordability concerns. The median
individual income of an employed adultin a doubled-up household is $30,000, compared to the
$45,000 earned by their non-doubled-up counterpart. In other words, adults living with roommates
or family members earn 67 cents for every dollar made by adults who live on their own (or with a
partner). Thissuggeststhat in many places, employedpeoplewho currently live in doubled-up
households wouldnot be able to afford rent if they lived by themselves.” — Lauren Bretz. Data
Scientist, Zillow

Source: https://www.zillow.com/research/rising-rents-more-roommates-17618/; 12/14/17
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Share of Adults in Double-Up Households Have Increased Across All
Age Groups

Share of (working-age) adults in doubled-up households, by age
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Source: https://www.zillow.com/research/rising-rents-more-roommates-17618/; 12/14/17 ReturnTOC
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Zillow
As Rents Rise, More Renters Turn to Doubling Up

“Since 2005, the share of adults doubling up has increased year-over-year in every age bracket. But
the share of twenty-somethings (aged 23 to 29) living in doubled-up households has climbed faster
than any other age bracket, from 39 percent to 54 percentin just 11 years.

At first glance, this trend might be attributed to more unemployed young people living at home with
their parents. However, the likelihood of doubling up hasincreased at the same rate among
employed and unemployed adults since 2005, regardlessofage. A more likely hypothesisis that
young peopleareespecially likely to be underemployed: Despite high education levels, many
twenty-somethings work in relatively low-wage jobs, rendering some of them unable to afford
escalatingrents on their own.

When working-age adults are doubled up, it’s typically because they live with either roommates or
family members. While the share of working-age adults in both situations has risen since 2000, the
rate of family members doubling-up has risen more dramatically. Asof2016, 73 percent of
doubled-up adults live with family members rather than roommates, up from 70 percentin 2000.”—
Lauren Bretz. Data Scientist, Zillow

[1] Based on a Zillow analysis of individual Censusresponses in the Integrated Public Use
Microdata Series: Version 7.0.

Source: https://www.zillow.com/research/rising-rents-more-roommates-17618/; 12/14/17
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Harvard Joint Center for Housing Studies
America’s Rental Housing 2017

«  “SignsOf A Slowdown. Overall, rentsincreased more slowly in most marketsacross the
country. Startsofnew multifamily unitsreached a plateauin 2016 and have now fallen by
about 9 percent through October 2017.

« The Changing Nature Of Renters. While renters are disproportionately younger and lower-
income, growing shares of renters are older and higher-income. For example, the number of
renter households earning more than $100,000 per year increased from 3.3 million in 2006 to
6.1 millionin 2016.

« The Changing Nature Of New Rental Units. Additionsto therental stockare increasingly
concentrated at the high end of the market. The share of new units renting for $1,500 or more
(in real terms) soared from 15 percentin 2001 to 40 percentin 2016. Additionally,theshare of
new units renting for less than $850 per month fell from 42 percent ofthe rental stock to 18
percent. Thechallenges to building low- and moderate-cost units are most severe in metros like
San Jose, San Francisco, Honolulu, and Washington, D.C.,where more than 50 percentofall
rental unitsrent for over $1,500a month.” - Joint Center for Housing Studies of Harvard
University

Source: http://mww. jchs.harvard .edu/sites/jchs.harvard.edu/files/02_harvard_jchs_americas_rental_housing_2017.pdf/; 12/14/17 ReturnTOC



Demographics

Harvard Joint Center for Housing Studies

America’s Rental Housing 2017

« “Affordability Continues To Be A Major Problem. Despiterisingincomes, nearly half (47
percent) of all renter households (21 million) are cost burdened — meaning they pay more than
30 percent of their income for housing, including 11 million households payingmore than 50
percent of their income for housing. While these figures are down slightly from recent years,
the number and share of cost-burdened renters is much higher than it was in 2001, when 41
percent (15 million) were cost burdened. Burdens are particularly high in Miami, Los Angeles,
New Orleans, and San Diego, where 55 percent or more of renters are cost burdened.

« Availability Of Rental Assistance Has ShrunK. Evenas low-cost housing units are
disappearing, rental assistance is becoming harder to access for very-low-income households.
The share of very-low-income households who receive rental assistance declined from 28
percentin 2001 to 25 percentin 2015.” — Joint Center for Housing Studies of Harvard
University

Source: http://mww. jchs.harvard .edu/sites/jchs.harvard.edu/files/02_harvard_jchs_americas_rental_housing_2017.pdf/; 12/14/17 ReturnTOC
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Harvard Joint Center for Housing Studies
America’s Rental Housing 2017

A Decade Of Soaring Demand Coming To An End

“Rental housing demand has grown at an unprecedented pace for morethan a decade. Accordingto
the Census Bureau’s Housing Vacancy Survey, the number of renter households jumped by nearly a
third, or roughly 10 million, between the homeownership peak in 2004 and 2016. From 2010
through 2016, growth has averaged 976,000 renters per year, far exceeding the 430,000-500,000
added annually in the 1970s and 1980s when the baby boomers started to enter the rental market.
As of mid-2017, the number of US renters stood at 43 million.

The surgein renter households erased a decade of declining demand between 1994 and 2004, when
the national rentership rate fell from 36 percent to just 31 percent (Figure 7). Theshareofrenter
householdswas back up above 36 percent by early 2015, where it has stabilized now that fewer
owners are losing their homes to foreclosure and more young households are buying first homes.
As a result, rental markets generally are drawing less demand from homeowner markets.

The latest survey dataare beginningto reflect these trends. All of threeannual Census Bureau
household surveys reported slowdowns in renter growth in 2016. Indeed, the Housing Vacancy
Survey showed a year-over-year decline in the number of renter households in mid-2017. But
given that thetrend is new and survey data are unprecise, the full extent and duration of the decline
in rental demandaresstill unclear. Assumingthatthe homeownership rate does stabilize, renters
should continue to account for roughly a third of household growth in the years ahead.” — Joint
Center for Housing Studies of Harvard University

Source: http://www.jchs harvard .edu/sites/jchs.harvard.edu/files/02_harvard_jchs_americas_rental_housing_2017.pdf/; 12/14/17

ReturnTOC



Demographics

The Wave of Growth Since 2004 Has Lifted the Number and Share of Renter Households

Note: Estimate for 2017 is the average of second- and third-guarter data.
Source: JCHS tabulations of US Census Bureau, Housing Vacancy Survey.

America’s Rental Housing 2017
The Surge In High-income Renters

“Households ofall ages, incomes, races/ethnicities, and family types helped to fuel the recent
growth in renters, but therole of high-income households is particularly noteworthy. Accordingto
the Current Population Survey, households with real annual incomes of $50,000 or more—a group
that accounted for just one-third of all renter households in 2006 — drove well over half (60 percent)
of the growthin renter households from 2006 to 2016. Moreover, house holds with real annual
incomes of $100,000 or more—makingup just 9 percent of rentersin 2006 —were responsible for
29 percent ofthe 9.9 million increase in renters over the decade (Figure 8).” — Joint Center for
Housing Studies of Harvard University

Source: http:/mww jchs harvard eduf/sites/jchsharvard .edu/files/02_harvard_jchs_americas_rental_housing_2017.pdf/; 12/14/17 ReturnTOC
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Higher-Income Households Represent a Growing ...Particularly in High-Cost Metros Like New York,
Share of Renters... San Francisco, and Washington, DC
Percent Growth in Renter Households, 2006—2016 (Thousands)
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Note: Household incomes are in constant 2016 dollars, adjusted for inflation using the CPI-U for All tems.

Note: Household incomes are in constant 2015 dollars, adjusted for inflation using the CPI-U for All ltems. Source: JCHS tabulations of US Census Bureau, 2016 American Community Survey 1-Year Estimates using the
Source: JCHS tabulations of US Census Bureau, Current Population Surveys. Missouri Census Data Center MABLE/Geocorr14.

America’s Rental Housing 2017
The Surge In High-income Renters

“Many, though notall, of the outsized increases in higher-income renters were concentrated in high-
cost metro areas. Forexample, households earning $100,000 or more accounted for 65 percent of
the growth in renter households in the New York City metro and fully 93 percent in San Francisco
(Figure9). Buteven in metros wherethey were less prevalent, higher-income households were
responsible for significant shares of renter growth, including Miami (15 percent) and Phoenix (20

percent).”—Joint Center for Housing Studies of Harvard University
Source: http://www.jchs harvard .edu/sites/jchs.harvard.edu/files/02_harvard_jchs_americas_rental_housing_2017.pdf/; 12/14/17 | Q Retu
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America’s Rental Housing 2017
The Surge In High-income Renters

“Strong growth in high-income renter households was driven in large measure by sharply higher
rentership rates amongthis group. Indeed,the share of households with incomes of at least $75,000
that rented their housing jumped by 6.9 percentage pointsin 2006-2016, more thantwice the 3.3
percentage pointincrease amonghouseholds earning less than $50,000. Withoutthis increase in
rentership rates among high-income households, there would be 3.4 million fewer renterstoday.

The strong growth in higher-income households altered the distribution of renter household types.
Unlike lower-income renters, who primarily live in single-person households, higher-income
renters live in a variety of household settings that are likely to include multiple adults, such as
married couples or unmarried partners. Thesetypes of households, which areapt to haveat least
two earners, made up half of the growth in rentersearning $50,000 or more over the past decade.

The Outlook

Given the sharp swings in rentership ratesover the past two decades, predicting future rental
demand is difficult. Shifting preferences, macroeconomic conditions and governmentpolicy help
to shape many of the factors that determine rates of rentingand owning, including housing
affordability, mortgage accessibility, labor markets, and household incomes. As a starting point,
though, future rental demand depends on the rate of household growth. JCHS projections suggest
that overall household growth will be strong over the next 10 years as increasing numbers of the
large millennial generation reach adulthood (Figure 13). Atthesametime, theaging of the baby-
boom generationwill lift the number of older households. Household growth is therefore expected
to total 13.6 million in 2015-2025, before moderatingto 11.5 million in 2025-2035 when losses of
older households begin to accelerate.” — Joint Center for Housing Studies of Harvard University

Source: http://www.jchs harvard .edu/sites/jchs.harvard.edu/files/02_harvard_jchs_americas_rental_housing_2017.pdf/; 12/14/17
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Over the Next Ten Years, Aging of the Baby Boomers and Millennials Will Drive Growth in Renter Households

Renter Households (Millions)

Under 25 25-29 30-34 3539 40-44 4549 50-54 55-59 60-64 65-69 70-74 519 80 and Over

Age of Household Head

I 2006 M 2016 M 2025

Note: JCHS projection for 2025 assumes homeownership rates by five-year age group and race/ethnicity hold at current values.
Sources: JCHS tabulations of US Census Bureau, Current Population Surveys; JCHS 2016 Household and Tenure Projections.

The Outlook
Despite the aging of the adult population (which tends to favor higher homeownership rates), certain
other demographic forces should support healthy growth in rental demand. Overthe next 10 years, the
younger half of the millennial generation —the largest generation in US history — will move into their
20s and 30s, the age groups most likely to rent. Inaddition, minority households are expected to
account for nearly three-quarters of household growth in 2015-2025 and fully 90 percent in 2025-
2035. If minority homeownership rates remain at current levels, the national rentership rate will
increase in the coming decades. Takingall of these forces into account, the base scenario from the
2016 JCHS household tenure projections shows that, if homeownership rates stabilize at their 2015
levels, underlying demographics—that is, growth and change in the composition of US households by
age, race/ethnicity, and family type — will support the addition of 4.7 million rentersand 8.9 million

homeowners between 2015 and 2025.” — Joint Center for Housing Studies of Harvard University
Source: http://www jchs harvard edu/sites/jchs harvard.edu/files/02_harvard_jchs_americas_rental_housing_2017.pdf/; 12/14/17 h ) ReturnTOC
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1. Boosting prime-age male participation will be an uphill fight
The Main Problem

Nearly all working-age males were in the labor force at one point, today one in nine are out of it

B Labor-force participation rate for males aged 25 to 54

98%

94

90

T T T T T

1948 1960 1980 2000 2017

Source: Bureau of Labor Statistics Bloomberg

Bloomberg

What Powell Needs to Know About U.S. Labor-Force Participation
Six lessons that hold the key to the next phase of Fed policy

“Jerome Powell, President Donald Trump’s nominee to head the Federal Reserve, says he’s focused
on the disappearance of men fromthe U.S. labor force. He’s not the first: Fed Chair Janet Yellen
counted it as a major concern and part of why she never took the main unemployment rate at face
value, even as it dipped to a 16-year low.

But Powell, who’s slated to succeed Yellen in February, is correct that prime-age male labor
participation may hold the key to getting the next stage of Fed policy right. Wetooka dive into
labor dataacross the country,and here are six lessons that the new chairman will need to havea
handleon.”— Catarina Saraiva and Steve Matthews, Reporters, Bloomberg

Source: https:/Aww.bloomberg.com/news/articles/2017-12-06/what-powell-needs-to-know-abo ut-u-s-labor-force-participation; 12/6/17 Returnto TOC
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Bloomberg

What Powell Needs to Know About U.S. Labor-Force Participation

Six lessons that hold the key to the next phase of Fed policy

“The participationrate of prime-age workers—those 25 to 54 years old — tells a more complete
picture than the main unemploymentrate. Just after World War Il, 97 percent of working-age men
were participating in the labor force — either employed or actively searching for a job. Thatnumber
has steadily decreasedand is today at 88.5 percent.

That means one out ofevery nine men is not only unemployed, but has given up looking for work.
Since the unemployment rate only takes into account people actively in the workforce, those not
participating are left out of that calculation. That’s how you can havean unemploymentrate of3.3
percent for prime-age males, but also have 11.5 percent of that cohort not in the workforce.

As things stand now, the participation rate for all males will continueto decline, accordingto
Congressional Budget Office projections. Even adjusted to exclude the effects of an aging
population, which accounts for a large share of the decline in the overall participation rate, the rate
is still expected to fall over the next 25 years. ” — Catarina Saraivaand Steve Matthews, Reporters,
Bloomberg

Source: https:/Aww.bloomberg.com/news/articles/2017-12-06/what-powell-needs-to-know-abo ut-u-s-labor-force-participation; 12/6/17 Returnto TOC
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2. Participation will be even harder to tackle in some states

Where Have All The Men Gone?
Prime-age male labor-force participation is lower in poorer, more rural states

80.2% 86.9% 88.5% 90.3% 91.8% or higher

2016 participation rate, males 25-54 years old

At 80.2 percent,
West Virginia has the
smallest share of
prime age males in
the labor market

Source: Bureau of Labor Statistics - Bloomberg

Source: https://www.bloomberg.com/news/articles/2017-12-06/what-powell- needs-to-know-about-u-s-labor-force-participation; 12/6/17
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Bloomberg

What Powell Needs to Know About U.S. Labor-Force Participation
Six lessons that hold the key to the next phase of Fed policy

“The shortfall in male participation that Powell pointed to varies dramatically by state, which
may support the Fed nominee'sidea that it representsslack. As of 2016, the most recent year
for which data is available, West Virginia had the lowest rate among prime-age men, at 80.2
percent. The Appalachian state has historically had one of the country’s lowest participation
rates. Even at the end of the 1970s, when the national rate for 25-to-54-year-old males
hovered in the mid-90s, West Virginia’s was at 90 percent.

Close behind it are other states with long histories of poverty: Mississippi, Kentucky and
New Mexico. While Utah's 93.1 percent rate leads the nation, all 50 states have seen a
decline in labor-force participation for prime-age men since the 1970s. ” — Catarina Saraiva
and Steve Matthews, Reporters, Bloomberg

Source: https:/Aww.bloomberg.com/news/articles/2017-12-06/what-powell-needs-to-know-abo ut-u-s-labor-force-participation; 12/6/17 Returnto TOC
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3. The opioid epidemichas played a major part

The Opioid Addiction Effect

States most affected by the opioid epidemic often also have low workforce participation
6.9 123 15.5 179 23.4 or higher

E——}

2015 opioid overdose deaths per 100,000

West Virginia has the B

country's highest opioid .

overdose death rate, at “\\

41,5 per 100,000 5 \

.
Source: Centers for Disease Control and Prevention Bloomberg
Bloomberg

What Powell Needs to Know About U.S. Labor-Force Participation

“Both Powell and Yellen have said opioid addiction is one of the reasonsmore men aren't in the

labor market. The datashowthatstateswith low prime-age male participationratesalso have high
rates of opioid overdose deaths.

Princeton University economist Alan Krueger ’s research has foundthatthe increase in opioid
prescriptions from 1999 to 2015 could account for one-fifth ofthe decline in men’s labor-force

participation. Krueger also finds thatnearly halfof prime-age men not in the labor force take
prescription painkillers daily.” — Catarina Saraivaand Steve Matthews, Reporters, Bloomberg

Source: https:/Aww.bloomberg.com/news/articles/2017-12-06/what-powell-needs-to-know-abo ut-u-s-labor-force-participation; 12/6/17 Returnto TOC
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Bloomberg
What Powell Needs to Know About U.S. Labor-Force Participation

It’s not just the opioid crisis. In the late 1970s, the U.S. workforce was heavily concentrated in
male-dominated industries. Manufacturingwas the largest industry in the country, employing about
22 percent of workersin 1978. Nearly three-quarters ofthose were men, which hasn’t changed.
That industry has by far seen the biggest decline in the past 50 yearsand today only employs 8.5
percent of theworkforce. The largest gainer in employmentis education and health services, which
Is 77 percent female and now makes up almost 16 percentof the labor force.

Those manufacturing jobs are unlikely to return in droves following years of offshoring and
globalization. That means more men will need to go into traditionally female occupations, such as
nursing, if they want to rejoin the workforce. Colorado, which has the fourth highest prime-age
male participationrate, hasa high percentage of its workforce employed in professional and
business services, and leisure and hospitality, two of the top-employing industries nationally.

The statesthat have seen the biggest declines in male labor-force participationin the past50 years
areones that have large blue-collar workforces in sectors that mostly have employed men. In West
Virginia, mining, manufacturing and construction employed 23 percent of the state workforce in
1990. Thathad plungedto 13 percentby this year.

The state's drop, “relative to the nation, hasbeen driven in large part due to industrial composition,”
said John Deskins, a West Virginia University economics professor.” — Catarina Saraivaand Steve
Matthews, Reporters, Bloomberg

Source: https:/Aww.bloomberg.com/news/articles/2017-12-06/what-powell-needs-to-know-abo ut-u-s-labor-force-participation; 12/6/17 Returnto TOC
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4. But the decline of male-dominated jobs has also taken a toll

Who's Hiring?
Most of the industries that have grown as a part of the labor force are now majority female
Percentage point change in industry’s share of the labor force, 1978-2017:
B Majority male Majority female
Education and health services 84
Professional and business services _ 6.1
Leisure and hospitality 35
Other services 1.0
Financial activities 05
Construction -0.3 I
Mining and logging -0.6 I
Information -0.8 I
Trade, transportation and utilities -1.6 .
Government -29
Manufacturing -13.3 _
Source: Bureau of Labor Statistics Bloomberg

Source: https:/Aww.bloomberg.com/news/articles/2017-12-06/what-powell-needs-to-know-abo ut-u-s-labor-force-participation; 12/6/17 Returnto TOC
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What Powell Needs to Know About U.S. Labor-Force Participation
Six lessons that hold the key to the next phase of Fed policy

“The change in industries in the U.S. has also created an environment where higher education s
increasingly becoming necessary for stable, middle-income jobs. Inthe 1970s, men withoutcollege
degrees could often get good work in manufacturing or other sectors. Today, many ofthose jobs
have disappearedand in their placeare jobs like nursingor teaching, which require college degrees.
Workers with at least a bachelor’s degree earn two-thirds more than those with only a high school
education,and participate in the labor market at a higher rate.

With the low unemploymentrate, job openingsare near a record high as employers struggle to find
workerswith the skills they seek. Some corporations have created training programs, or partnered
with community colleges, to ensure they get workerswith the high-tech skills now required for
manufacturing in the U.S. Economistsand politicians, including the Trump administration, have
advocated for a revival of vocational training programs to help better prepare U.S. workers.

The U.S. job market is becoming increasingly polarized as the labor force transitions from routine
tasks—manufacturing, construction —to non-routine tasks. This latter category is often either low-
skill or high-skill: a taxi cab driver or a lawyer. The middle layer, often comprised of jobs that pay
a living wage, is effectively fading away.” — Catarina Saraiva and Steve Matthews, Reporters,
Bloomberg

Source: https:/Aww.bloomberg.com/news/articles/2017-12-06/what-powell-needs-to-know-abo ut-u-s-labor-force-participation; 12/6/17 Returnto TOC
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5. Education and skills training are key to boosting male participation

The More Educated, the More Employed
Workers with a college education tend to participate in the labor market at higher rates
B Bachelor's degree or higher Some college or associate degree [l High school only
85%
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Source: https:/Aww.bloomberg.com/news/articles/2017-12-06/what-powell-needs-to-know-abo ut-u-s-labor-force-participation; 12/6/17 Returnto TOC
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6. Women are gaining but could use a boost as well

Women March In
Women entered the labor force in droves in the second half of the 20th century

B Labor-force participation rate for females aged 25 to 54
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Source: Bureau of Labor Statistics Bloomberg
Bloomberg

What Powell Needs to Know About U.S. Labor-Force Participation

“Only one-third of prime-age women worked immediately following World War Il, a number that
has surged to 75 percenttoday. Butonethingthat increasedidn'tresultin is more stay-at-home
dads: Theshare of married-couple families where women arethe sole breadwinnerswas 5.4

percentin 2016, little changed from 4.6 percentin 1995.” — Catarina Saraivaand Steve Matthews,
Reporters, Bloomberg

Source: https://www.bloomberg.com/news/articles/2017-12-06/what-powell- needs-to-know-about-u-s-labor-force-participation; 12/6/17
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The Wall Street Journal

Millennials, Gen-X’ers and Boomers Are Still Poorer
Than Before the Recession

Federal Reservedata shows that the elderly are the one age group better off

“If you’re younger than 75, chances are the long recovery from the 2007-2008 recession has left

you poorer thanyou wouldhavebeen at the same age a decade ago. If you’reolder, you may be
better off.

The recovery has opened up a wealth gap between the oldest households and younger ones, a
divergence that could make it difficult for younger families to benefit from the rebound in home
sales and stock prices, according to new data from the Federal Reserve’s Survey of Consumer
Finances.

The median net worth for households headed by somebody underage 75 is lower than it was for
comparable householdsin 2007, with the biggest declines amongthoseaged 45-64. Thenetworth
of older people, on the other hand, has risen. Thefigures are adjusted for inflation.

Net worth takes into accounta household’s assets such as property, bank accounts or retirement
funds and subtracts debts such as mortgages, student loans or credit card balances. Tounderstand
therecent age divergence, it helpsto look at assets and debts separately.

For many households, the biggest store of wealth is their homes. Butthehousingcrashand the
wave of foreclosures that followed have reduced the ranks of homeownersamongall but the oldest
households.”— David Harrison, Reporter, The Wall Street Journal

Source: https://blogs.wsj.com/economics/2017/12/13/millenials-gen-xers-and-boomers-are-still-poorer-than-before-the-recession/; 12/13/17 Returnto TOC
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Worse Off Home Sweet Home
Change in median household net Percentage-point change in share of
worth by the head of household's age, households owning a home, 2007-
2007-2016 2016
-$120,000 -$100,000 -$80,000 -$60,000 -$40,000 -$20,000 30 320,00 -10 -5 5 25 0 25 5 75
75 or older . 75 or older -

Source: The Wall Street Journal, Federal Reserve, Note: 2016 dollars

Source: https://blogs.wsj.com/economics/2017/12/13/millenials-gen-xers-and-boomers-are-still-poorer-than-before-the-recession/; 12/13/17 Returnto TOC
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What Investments?
Percentage-point change in share of
households owning selected
financial assets, 2007-2016

Sunken Values
Change in median home value among
homeowners, 2007-2016
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“Despite the recovery in the housing market, most families fortunate enough to own a home have found
theirhome values are still lower than they were for familiesin the same age range in 2007. Theonly
households to have seen a slight uptick in home values are those headed by somebody over 75.

Another major store of a family’s wealth sits in its investments, either through aretirement fund or
other investment vehicles. Hereagain, the recession has reduced the share of households holding
assets. Theshare of American families who own stock or pooled investment funds such as directly-
held mutual funds, hedge funds, exchange traded funds or stock and bond funds has gone down for all
but the oldest age groups.

One interesting detail: Households are more likely to have retirementaccounts than they were in 2007.
That’s probably due to the long-running shift from defined-benefit pensions (where employers
guarantee retirees amonthly income) to defined-contribution accounts (where employees contribute to
their own retirement through IRA’s or 401k’s).” — David Harrison, Reporter, The Wall Street Journal

Source: https://blogs.wsj.com/economics/2017/12/13/millenials-gen-xers-and-boomers-are-still-poorer-than-before-the-recession/; 12/13/17 Returnto TOC
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Nice Returns, If You Can Get Them Changing Debt Composition
Change in median value of selected Percentage-point change in share of
financial assets among households householdsholdingselected debt
holdingthe asset, 2007-2016. types, 2007-2016.
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“If youdon’t ownmuch in the way of investments, you missed out on a significant rally. Stock
prices have rebounded strongly since 2009, boosting the portfolio of households fortunate enough
to own them. Thathas contributedto the increase in net worth for older families.

Household debt hasalso changed since 2007, perhaps accentuating the age split. Since fewer
families in younger age groupsare homeowners, they are less likely to havea mortgage. Butmany
of those households have replaced their mortgage debt with studentdebt. The oldest households,
who arenow more likely than in 2007 to be homeowners, are more likely to have a mortgage.” —
David Harrison, Reporter, The Wall Street Journal

Source: https://blogs.wsj.com/economics/2017/12/13/millenials-gen-xers-and-boomers-are-still-poorer-than-before-the-recession/; 12/13/17 Returnto TOC
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What We Owe
Change in median value of select household debt among
debt-holding households, 2007-2016
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“How much do we owe on our debts? Most age groups who have a mortgage owe less than
equivalent households did in 2007. Butthose with student loansowe more onthose.

Economists expect the economy to continue to strengthen in 2018, which could prop up asset
values. Unless more peopleareableto invest, they may find themselves partially shut out ofthe
boom and the gap between old and young could grow wider.” — David Harrison, Reporter, The Wall
Street Journal

Source: https://blogs.wsj.com/economics/2017/12/13/millenials-gen-xers-and-boomers-are-still-poorer-than-before-the-recession/; 12/13/17 Returnto TOC
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FRED -4/ — student Loans Owned and Securitized, Outstanding
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Student debt continues to expand
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The looming student loan default crisis is worse than we thought
Key findings from new analysis of these data include:

*  “Trends for the 1996 entry cohort show that cumulative default rates continue to rise between
12 and 20 years after initial entry. Applyingthesetrendsto the 2004 entry cohortsuggeststhat
nearly 40 percent may default on their studentloans by 2023.

* Thenew datashow the importance of examining outcomes for all entrants, not just borrowers,
since borrowing rates differ substantially across groups and over time. For example, for-profit
borrowers defaultat twice the rate of public two-year borrowers (52 versus 26 percent after 12
years), but because for-profit students are more likely to borrow, the rate of default amongall
for-profit entrants is nearly four times that of public two-year entrants (47 percentversus 13
percent).

» Thenew dataunderscore thatdefault rates depend more on studentand institutional factors than
onaverage levels of debt. Forexample, only 4 percentofwhite graduates who never attended
a for-profit defaulted within 12 years of entry, compared to 67 percent of black dropoutswho
ever attended a for-profit. And whileaverage debt per studenthas risen over time, defaultsare
highest among those who borrow relatively small amounts.

* Debtand default amongblack college students is at crisis levels, and even a bachelor’s degree
IS no guarantee of security: black BA graduates default at five times the rate of white BA
graduates (21 versus 4 percent), and are more likely to default than white dropouts.

« Trendsover timeare most alarmingamong for-profit colleges; out of 100 students who ever
attended a for-profit, 23 defaulted within 12 years of starting college in the 1996 cohort
compared to 43 in the 2004 cohort (compared to an increase from just 8 to 11 studentsamong
entrantswho never attended a for-profit).” — Judith Scott-Clayton, Nonresident Senior Fellow-
Economic Studies, Brookings

Source: https://www.brookings.edu/wp-content/uploads/2018/01/scott-clayton-report.pdf/; 1/11/18 Returnto TOC
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The looming student loan default crisis is worse than we thought

“Until recently, the dominant focus of public concern around student loans has been simply how
much of it there is, and how rapidly it has been growing over time. Atnearly $1.4 trillionin loans
outstanding, student debt is now the second-largest source of household debt (after housing) and is
the only form of consumer debt that continued to grow in the wake of the Great Recession.

But as many observers have noted, these aggregate statistics tell us little about the student-level
experience with college debt. Aboutone-quarter ofthe aggregate increase in studentloans since
1989 is due to more studentsenrollingin college. Morerecent work that tracks debt outcomes for
individual borrowers documents that the main problem is not high levels of debt per student (in
fact, defaults are lower among those who borrow more, since this typically indicates higher levels
of college attainment), but rather the low earnings of dropout and for-profit students, who have high
rates of default even on relatively small debts.

How Debt and Default Evolve Over Time, By Entry Cohort

Figure 1 plots theresulting cumulative rates of default relative to initial entry for borrowers in both
cohorts, withthe data points after year 12 for the 2003-04 cohort representing projections. Defaults
increase by about 40 percent for the 1995-96 cohort between years 12 and 20 (rising from 18 to 26
percent ofall borrowers). Evenby year 20, the curve does not appear to have leveled off; it seems
likely that if we could track outcomes even longer, the default rate would continueto rise.

For the morerecent cohort, defaultrates had already reached 27 percentofall borrowers by year
12. Butbased onthe patternsobserved for the earlier cohort, a simple projectionindicates that
about 38 percentofall borrowersfrom the 2003-04 cohort will have experienced a default by
2023.”—Judith Scott-Clayton, Nonresident Senior Fellow-Economic Studies, Brookings

Source: https://www.brookings.edu/wp-content/uploads/2018/01/scott-clayton-report.pdf/; 1/11/18 Returnto TOC
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Figure 1

Cumulative Default Rates Over Time,
1995-96 and 2003-04 College Entrants (Borrowers Only)
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Source: Author’s calculations using NCES Power Stats with BPS-96
and BPS-04 data.

Table 1
Borrowing, debt, and default, by cohort and years since entry
12 Years After
Entry 20 Years After Entry
BPS- BPS- BPS- BPS-2004
1956 2004 1996 (Projected)
Ever borrowed for undergraduate
study (federzl) 518 59.8 551 63.6
Ever borrowed [federal, any level) 55.0 629 589 67.3
Debt and default among all first-time
students
Average amount of UG federal loans
borrowed $6973 510127 $8,6892 512623
Average amount of federalloans
borrowed (any level) $10,723 516,706 $14843 523,126
Average amount owed on federal
loans, incl. interest $9,080 515094 $11,784 519,589
Ever defaulted on a federal loan 100 171 150 25.7
Debt and default among borrowers
Average amount of UG federal loans
borrowed $12672 516,089 $14,769 518,752
Average amount of federzlloans
borrowed (any level) $15,485 526,540 $25,222 534,355
Average amount owed on federal
loans, incl. interest $16,500 523979 $20,024 529,101
Ever defaulted on = federal loan 182 27.2 255 38.2

Source: Author’s calculations using NCES Power Stats with BPS-96
and BPS-04 data.Notes: Dollar amounts are not inflation-adjusted.
Analyses are weighted to reflect sample that responded to the 6-year
follow up survey (WTDOOO for BPS-96 and WTAO000 for BPS-04).
Projections for BPS 2004 20-year outcomes based on 12-to-20 year
percent increases for the 1996 cohort.

How Debt and Default Evolve Over Time, By Entry Cohort

“Table 1 provides cross-cohort comparisons and projections over a 20-year time frame for defaults as well
as additional measures of borrowing and repayment. Figure 1 focuses on borrowers only, which is
common when analyzingdefault rates. But because of increases in borrowing rates across cohorts,
restricting the analysis to borrowers only can understate the full extent of heterogeneity across groups and
time periods. For example, Table 1 shows that while 12-year default rates have risen by nearly 50 percent
among borrowers (18 to 27 percent), they have risen by 71 percent if we consider all entrants (from 10 to
17 percent).” — Judith Scott-Clayton, Nonresident Senior Fellow-Economic Studies, Brookings

Source: https://www.brookings.edu/wp-content/uploads/2018/01/scott-clayton-report.pdf/; 1/11/18 Returnto TOC
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. Cumulative Default Rates By Entry Sector,
Flgure 2 1995-96 and 2003-04 Entrants (Borrowers Only)

Source: Author’s calculations
using NCES Power Statswith
BPS-96 and BPS-04 data.
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How Debt and Default Evolve Over Time, By Entry Cohort

“In fact, the trends here are even more stark than found by Looney and Yannelis (2015), due in part to the
large and rapidly growing differences in borrowing rates across sectors. Among all new students entering
the for-profit sector in 2004, nearly half had defaulted within 12 years (47 percent), compared to “just” 24
percentin the 1996 cohort. The default rate for for-profit entrants is nearly four times the rate seen in other
sectors, where only 12 to 13 out of every 100 entrants default. Figure 2, which focuses on borrowers only
and projects default rates out to year 20, suggests that default rates in the for-profit sector could ultimately
approach 70 percent.

Public 4-Year (2003-04)

Defaults have also risen most rapidly among students who never complete an associate’s or bachelor’s

degree. While much attention has been given to the high rates of default among dropouts (24 percent),

defaults are actually even higher among those who complete a postsecondary certificate (28 percent). This

is despite relatively low levels of average debt in these groups. Though not shown in the table, the new data

confirma previously-documented pattern that defaults are highest among those with small debts: 37

percent of those who borrow between $1 and $6,125 for undergraduate study default within 12 years,

compared with 24 percent of those who borrow more than $24,000.” — Judith Scott-Clayton, Nonresident

Senior Fellow-Economic Studies, Brookings

Source: https://www.brookings.edu/wp-content/uploads/2018/01/scott-clayton-report.pdf/; 1/11/18 Returnto TOC
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Figure 3 Table 2

Cumulative Default Rates By Race Over Time, Debt and Default Among BA Graduates, By Race

12 Years After College Entry, 2004 Entry Coh
1995-96 and 2003-04 Entrants (Borrowers Only) s After Collegs Entry ey tohort
Undergraduate Total

80 Amount Amount Total Ever
@ 70 Borrowed Borrowed Owed Defaulted
E 60 Bachelor's degree
T 50 graduates
g 20 White $10,848 $26,005 520,770 40
2 Black or African
= 30 American 21,149 55667 564142 206
§ 20 Hispanic or
& 10 Latino $10,854 $28599 527,963 86
0 J Asian S6,618 $30,612 522,234 14
1 2 3 45 6 7 8 9 1011 12 13 14 15 16 17 18 19 20 Black-White Gap
Year Relative to First Enrollment (level) 510,30 529662 543372 16.6
Black-White Ratio 19 21 31 5.2
e Black, NON-Hisp (1995-96) === Black, Non-Hisp (2003-04)
Hispanic (1995-96 = Hispanic (2003-04 , . .
P ( ) P ( ) Source: Author’s calculations using NCES Power Stats with BPS-04
= White, Non-Hisp (1995-96) ====\White, Non-Hisp (2003-04) data.
Source: Author’s calculations using NCES Power Stats with BPS-96 and Source: Author’s calculations using NCES Power Stats with BPS-04 data.
BPS-04 data.

How Debt and Default Evolve Over Time, By Entry Cohort

“While priorwork hasraised alarm bells about the crisis for African-American borrowers (Miller,
2017), the new data should ringthe alarm even louder. Asshown in Table 2, nearly 38 percentof
all black first-time college entrantsin 2004 had defaulted within 12 years, a rate morethanthree
times higher than their white counterparts, and 13 percentage points higher than black students
entering just eight years prior. Focusingon borrowers onlyand projecting default rates outthrough
year 20 (as shownin Figure 3) suggests that 70 percent of black borrowers may ultimately
experience default.” — Judith Scott-Clayton, Nonresident Senior Fellow-Economic Studies,
Brookings

Source: https://www.brookings.edu/wp-content/uploads/2018/01/scott-clayton-report. pdf/; 1/11/18 NG 1O
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How Debt and Default Evolve Over Time, By Entry Cohort
Conclusion

“The analyses presented above highlight the value of tracking individual students from the
beginning of their college trajectory for many yearsbeyond when they leave school, and the
importance of disaggregating trends by studentand institutional characteristics. Key findings
include:

Trends for the 1996 entry cohortshow that cumulative default rates continue to rise between 12
and 20 years after initial entry. Applyingthesetrendsto the 2004 entry cohort suggests that
nearly 40 percent may default on their studentloansby 2023.

The new data show the importance of examining outcomes for all entrants, not just borrowers,
since borrowing rates differ substantially across groups and over time. For example, for-profit
borrowers defaultat twice the rate of public two-year borrowers (52 versus 26 percentafter 12
years), therate of default amongall for-profitentrants is nearly four times that of public two-
year entrants (47 percentversus 13 percent).

The new data underscore thatdefault rates depend more on student and institutional factors than
on average levels of debt. For example, only 4 percent of white graduates who never attended a
for-profit defaulted within 12 years of entry, compared to 67 percent of black dropouts who
ever attended a for-profit. And whileaverage debt per studenthasrisen over time, defaults are
highest among those who borrow relatively small amounts.” — Judith Scott-Clayton,
Nonresident Senior Fellow-Economic Studies, Brookings

Source: https://www.brookings.edu/wp-content/uploads/2018/01/scott-clayton-report.pdf/; 1/11/18 Returnto TOC
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How Debt and Default Evolve Over Time, By Entry Cohort
Conclusion

*  “Debtand default amongblack or African-American college students is at crisis levels, and
even a bachelor’s degree is no guarantee of security: black BA graduates default at five times
therate of white BA graduates (21 versus 4 percent), and are more likely to default than white
dropouts.

* Trends over timeare most alarmingamong for-profit colleges; out of 100 students who started
college at a for-profit, 23 defaulted within 12 years of starting college in the 1996 cohort
compared to 43 in the 2004 cohort (compared to an increase from just 8 to 11 studentsamong
entrants who never attended a for-profit).

The data used here are not without their own limitations. Forexample, the BPS considers only
first-time beginning college students— but older, returning students borrowtoo and may have worse
outcomes. Graduate studentsalso representa growingshare of student debt. Further, even the
2004 cohort considered here predates the rapid growth in for-profit enrollment during the recession.
If the Department of Education linked the administrative dataon debt and repayment used hereto
the National Postsecondary Student Aid Survey (NPSAS) survey as well, the analysesabove could
be extended to a broader and more recent population of students.

To conclude, theresults suggest that diffuse concern with rising levels of average debt is misp laced.
Rather, the results provide support for robust efforts to regulate the for-profit sector, to improve
degree attainmentand promote income-contingent loan repayment options for all students, andto
more fully addressthe particular challenges faced by college students of color.” — Judith Scott-
Clayton, Nonresident Senior Fellow-Economic Studies, Brookings

Source: https://www.brookings.edu/wp-content/uploads/2018/01/scott-clayton-report.pdf/; 1/11/18 Returnto TOC



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 specificcommercial 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 ofthe United
States Government, and shall notbe 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 ofthe
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 December 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 partofan individual's
income is derived from any publicassistance program. (Not all prohibited bases apply to all programs.) Persons with
disabilities who require alternative means for communication of programinformation (Braille, large print, audiotape,
etc.) should contact USDA's TARGET Center at 202.1120.21100 (voiceand TDD). To file a complaint of discrimination
writeto USDA, Director, Office of Civil Rights, 1400 Independence Avenue, S.W., Washington, D.C. 20250-11411 or
call 1100.11115.32112 (voice) or 202.1120.113112 (TDD). The USDA is an equal opportunity provider and employer.
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