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October 2014
Housing Scorecard

M/M YIY
Housing Starts# & 2.8% ® 7.8%
Single-Family Starts# 24.2% 215.4%
Housing Permits A ® 4.8% ® 1.2%
Housing Completions A * 8.8% & 8.1%
New Single-Family House Sales® 2 0.7% & 1.8%
Existing House Sales® & 1.5% & 2.5%
Private Residential Construction Spending # 2 1.3% * 1.9%
Single-Family Construction Spending A a2 1.8% 213.2%

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

Source*U.S. Department o€ommerceConstruction B National Association of Realtdt§NAR®) Return TOC



New Housing Starts

Single - Multi -Family Multi -Family
Total Family 2-4 unit 5 or more unit
Starts* Starts Starts Starts

October 1,009,000 696,000 13,000 300,000
September 1,038,000 668,000 15,000 355,000
2013 936,000 603,000 9,000 322,000
M/M change  -2.8% 4.2% 13.3% -15.5%
Y/Y change 7.8% 15.4% 44.4% -6.8%

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

Source: U.S. Department 8ommerceConstruction:www.census.gov/construction/nrc/pdf/newresconst.pdf Return TOC



New Housing Permits and Completions

Multi -Family Multi -Family
Total Single -Family 2-4 unit 5 or more unit
Permits ~ Permits Permits Permits
October 1,080,000 640,000 34,000 406,000
September 1,031,000 631,000 24,000 376,000
2013 1,067,000 625,000 30,000 412,000
M/M change 4.8% 1.4% 41.7% 8.0%
Y/Y change 1.2% 2.4% 13.3% -1.5%
Multi -Family Multi -Family
Total Single -Family 2-4 unit 5 or more unit
Completions* Completions Completions Completions
October 881,000 585,000 7,000 289,000
September 966,000 632,000 7,000 327,000
2013 815,000 604,000 12,000 199,000
M/M change -8.8% -7.4% 0% -11.6%
Y/Y change 8.1% -3.1% -41.7% 45.2%

Source: U.S. Department @ommerceConstruction:www.census.gov/construction/nrc/pdf/newresconst.pdf

* All data are SAAR
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New and Existing House Sales

NEW
Median

Single -Family

Mont h House

Existing
Median Mont h

Price

Sales*

Supply

October 458,000 305,000 5.9
September 455,000 261,700 5.8
2013 450,000 264,300 5.2
M/M change 0.7% 16.5% 1.7%
Y/Y change 1.8% 15.4% 13.5%

Sales B  Price B Supply B
5,260,000 $208,300 5.1
5,180,000 $209,100 5.3
5,130,000 $197,500 4.9
1.5% -0.4% -3.8%
2.5% 5.5% 4.1%

* All sales data are SAAR

Source: U.S. Department @ommerceConstruction:www.census.gov/construction/nrs/pdf/newressales.pdf;
B NAR®www.realtor.org/topics/existingomesales; 10/21/14
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Existing House Sales

National Association of Realtors (NAR®)B
October 2014 sales data:5.26 million houses sold (SAAR

September 2014: 5.18illion (SAAR) and October 2013:5.13 million (SAAR)

Distressedhousesales: 9% of salés
(7% foreclosures and 2% shdles);

10% in Septemberand 14% in October 2013.
All -cash sales: increasedto 27%; 24% in September.

Investors are still purchasing a substantial portion of
Aal |l cashiols%,arlde houses
14% in September 2014 and 19% in October 2013;

Sixty-five percent of investors paid cashOwtober.

First-time buyers: no change29% (29% in September 2014)
andwere 28% in October 2013

Source® NAR® www.realtor.org/topics/existinpomesales; 11/21/14 ReturnTOC



October 2014 Construction Spending

October 2014 Private Construction: $353.80 billion (SAAR)

1.3% more thathe revisedseptembeestimate 0$349.0%illion (SAAR)
1.9%greater thamhe October 2013 estimatef $347.27billion (SAAR)

October SFeonstruction$197.91billion (SAAR)
1.8% more than September: $194.36 billion (SAAR)
13.2%greater thar©ctober2013: $174.84illion (SAAR)

OctoberMF construction$45.33billion (SAAR)
1.0% less than September: $44f8on (SAAR)
27.2%qgreater thai®ctober 2013: $35.64 billio(BAAR)

October Improvemeftconstruction: $10.56 billion(SAAR)
0.6%lessthan September$109.85billion (SAAR)
-19.2% less than October 2018136.7%billion (SAAR)

CTheUS DOC does notreport improvements directly, this is an estimation. All data is SAAR and is reported in nominal US$.

Source: U.S. Department of Commef€80Construction:www.census.gov/construction/c30/pdf/privsa.pdf Return TOC



Conclusions

October data can be viewed as moderately pogitinghe sense that most sectors were
affirmative. There still remains a lot of mortirmonth volatility in the data; this is expectec
in multifamily reporting. However, single family housing starts and new house sales dat
were volatileé and this is not typical.

As written in previous months, the ngarm outlookon the U.S. housing market remains
unchanged there are potentially several negative mafactors or headwinds #tis point in
time for a robushousing recovery (based on historical laegn averages). As the econom:
continues to improve, we should expect to see the housing sectors increase as well.

Why?
1)
2)
3)
4)
5)
6)
/)

Lack-luster household formation,

alack of wellpayingjobs being created,

a sluggishreconomy,

declining real median annual househwidomes,
stricthome loan lending standards,

new banking regulations, and

global uncertainty?

ReturnTOC



September2014
EU Housing Scorecard

M/M YIY
Productionin Construction# EU 28 2 0.9%"° 2 0.4%*
EU 18 2 1.8% e 1.7%
Germany 2 1.2% 2 1.5%
France £ 2.3% € 3.4%
UK ®e 1.8% & 2.4%P
Spain & 0.5%rs e 9.19%¢
Building permits (m2floor) A  EU 28
EU 18 e 1.894%8) = 7,0(08)
Germany € 4.3%° £ 12.4%
France < 21% = 2.0%
UK
Spain e 17.508) e 14.2%508)

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

Source: Eurostathttp://epp.eurostat.ec.europa.eu/portal/page/portal/short_term_business_statistinaidatables),
A see http://epp.eurostat.ec.europa.eu/portal/page/portal/short_term_business_statistics/introduction/sts_in_ brief

eestimates Eurostat estimat@provisional,~ no data availablé® August data Return TOC



Housing comments i October, 2014 data

- October starts fell 2.8% (to 1.009SAAR) from previous month, but this

was dueto a drop in the more volatile multi family sector.

- Housing getting better, but multi family continuesto be the driver i rental prices are
increasing 1 single family sales remain weak and this has big impacton wood prices

-Housi ngo6s- dlosvegveosld economy;weak domestic job market; sluggishincome
growth; tight credit environmentcontinues i Europeis in arecession,and facing
disinflation with growing deflation concerns.

- Main problem (shortterm) continuesto be the job market. Unemploymentrate keeps
coming down, but\often this is dueto peopleleavingthe workforce. It is takinglongerto find
a job (employers are getting pickier); laborforce participationrate keeps
falling (will lead to laborshortagesin the future); and many jobs ( 30%) are temporary
with low pay, no benefits, etc.

- Anotherproblem,longerterm, is the aging populationi We 6 r e going to see
serious laborshortages ( skilled labor particularly),and enormous problems with
entitlementprograms like SSland Medicare.

- My bestguess re: housingis that it will be 2016 or later beforewe get back to 1.5 million
starts. Dondét expect too much from the Congre
years. More gridlock and less effective effortto solve serious problemsfacingthe
country. Lots of politicking, but little problem solving.

- RE: the economy and interestrates i | believe the FED will keep interestrates low for some
ti me. Yes, the FED will start i ncreasing rate
think rates will move up very quickly.

- One morenote on housing i the market continues to be skewed with cash sales 1 15t time

buyers remain on the sidelinesi foreclosures arecoming down, but are still historically
high.
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Here are some good references from NAHB on Impact
Of Housing on the Economy

Gives you some appreciation why housing is so important to the
Economy, and why one canodét move forward v

(1) Impact of Homebuilding and Remodeling on the U.S. Economy

(May 2014, Paul Emrath)
(2) Housingds contribution to GDP ( NAHB
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Housi ngds contr iibhistoricadlyjitistalinostIDR of (heo)

economy when you include housing services and fixed investment, buttoday it
is down to 15%. In reality, itis even more important
when you include purchased furniture, landscaping, general maintenance, etc.
key reason why the economic recovery remains muted

Housingservices= gr oss rents paid

by

It would cost to rent owner occupied homes) + utility payments
RFI (residential investment) = construction of new SF and multifamily structures, remodeling,

manufactured homes |, p |

20.0%
18.0%
16.0%
14.0%
12.0%
10.0%
8.0%
6.0%
4.0%
2.0%
0.0%

us

renters (include uti/l

broker 6s f ees

Source: NAHB
Qrl1 2 3

1975 1980 1985 1990 1995 2000 2005 2010 2011 2012 2013 2014

Housing services

m RFI
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Housing starts and wood product prices i Economics 101

75% of structural wood products go to housing ( new construction plus remodeling)
50% or more of hardwoods go to housingrelated activities. By the way, main reason wood
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Sources: Prices i Random Lengths ( ); starts ( Bureau of Census ( E


http://www.randomlengths.com/
http://www.census.gov/construction/nrc/

Employment situation - our biggest problem - i t 6 s get tanathe |&test nuraher,
Was the best wedbve seen since January 2012.
slowly, but increasing.

Net change in non farm payrolls T monthly, thousands

600 October i 321,000

400 Stimulus spen%wg effect
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Source: U.S. BLS( )
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Unemployment rate keeps coming down i but, nearly 7 million remain
Aunder e mpil vooykend part time, but want full time jobs

*There are about 18 million people either unemployed, underemployed, or stopped
Lookingi they are not buying houses i this continues to major problem

18.0%
16.0%
14.0%
Therealunemploymentrate-- 11.4%
12.0% Unemployed plus underemployed +stoppedlooking
=18 million people
10.0%
8.0%
Official unemployment rate 1 5.8%
6.0% Equates to 9 million people
4.0%
2008 2009 2010 2011 2012 2013 2014
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Latestemploymentsituation showed unemploymentdropping to 5.9%,

But, this is misleading. Slide below compares December 2007

(the I ast finormal yearo) with ¢bhéaybs numbers. E
Totalnetjobs created in past 7 years Was a meager 300,000, not nearly enough to absorb

the 8 million or so adults that entered the laborforce over thattime period. Key reason

Total number of jobs 146.3 million 146.6 million 300,000
Total number of unemployed 7.6 million 9.3 million 1.7 million

0.9 percentage

Unemployment rate 5.0% 5.9% )
points

U-6 unemployment rate

8.8% 11.8% 3 point
(unemployed + underemployed) 2 points

Average hourly earnings,
adjusted for inflation, 2014 $24.33 $24.53 20 cents
dollars

Employed part-time for
economic reasons

4.6 million 7.1 million 2.5 million

Employed part-time for
economic reasons, pctg. of the 1.6 points
labor force

Labor force participation rate -3.3 points

Source; Yahoo finance ( )
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Anot her probl em wi t hyes$, artk@pladymene c on o my
rate is now below 6%, but income growth is missing ( yes, it

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

Adjusted income today is the same as it was twenty years ago. l.e.,

There has been no improvement in median family income over the

Past two decades. That 6s why many p
recession, and consumer confidence remains weak.

Just a reminder,
consumer spending is 70% of the economy, and without real
| ncome growth, spending canodt grow Vv

That said, lower energy costs will help consumer spending T the energy
Picture is certainly changing!!
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Realincomes have been shrinking forthe past 20 yearsi this is a structural

problem ( longterm) And not cyclical--- no quick fixes to this problemi Also, 15%

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

l.e., 45 milion Americans- Canadads entire popwenaSADon plus 12

FRED ~s4  — Real Median Household Income in the United States
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But, the labor market is improving, and we should be
Thankful for that.

Help Wanted

Job openings and hirings, seasonally adjusted, in millions

——(Openings ==Hirings

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

ource; Labor Department | WSJ.cor

Source: WSJ ( )

n
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Another sign things are getting better

Hiring Headcount
Unemployed workers per job opening, seasonally adjusted

0 « T r T T T T r r T
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Ssource: Labor Department
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But, Labor market continues to improve 1 wages are up 2.1% annual basis
Maybe wedre finally crawling out of a

Long Run

The current run of positive payroll gains is the longest since World War |l, but the pace of growth has been
slow relative to other such streaks, which may help explain why wage growth remains muted.

Longest streaks of U.S. payroll growth in the post-WWII era Average hourly wages of all
Streaks consisting of two years of consecutive growth or longer, private employees:
labeled by the month each began Change from a year earlier

F'S

4% +2.1%
® July 1975 to $24.66
in November

Nov. 64 Recession

@ ;
iept- 83 ® July ‘86 0

‘o8 ['09 |10 |11 [112 1113 |14
Change from a month earlier in

Aug. 72 ’
o ® Sept.’97 = Oct.2010 the same hourly wage measure

April '93
Sept. to present o
‘03 (50 months) 0.5% +0.4%

INCREASE IN PAYROLLS

12 months 24 :
LENGTEH OF THE STREAI l'og 109 |10 |11 112 |13 |14

Note: All figures are seasonally adjusted.
Source: Labor Department The Wall Street Journal

Source: WSJ (
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More signs the labor market is healing!!

Hire and Hire

After adding 321,000 jobs in November, the labor market is on pace for its best year of growth this millennium...

Nonfarm payrolls, change from the previous month
500 thousand

..a trend that has taken the unemployment
rate to its lowest level since 2008...

Unemployment rates

Broadest measure of
underemployment”

Unemployment rate 5.8%

November: +321,000

..and could lift wages out of the
postrecession doldrums.

Average hourly earnings for all private employees,
change from the same month a year earlier

+2.1%

in November
to $24.66

2008 ‘09 10 At 12 13 14

1 1 1 1
2008 09 ‘10 11 612 ‘13

“*Unemployed, plus marginally attached workers and those employed part time for economic reasons, as a percentage of the total.

Note: All figures are seasonally adjusted.
Source: Labor Department

Source; WSJ(

The Wall Street Journal
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But, Labor force participation rate is shrinking 1
this is not good!!
we will see more labor shortages in the future?

% of civilian adultpopulation, that are working

67.0%
66.0%
65.0%
Too much incentive for peopleto
64.0% Collectwelfare? Or something else going on?
' Good article:
-g'_ﬁ
63.0%
October 201471 62.8% participation rate
62.0%
Source: BLS

61.0%
60.0%

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
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Projections show an aging population with the bulk of population
Growth in the 55+ age group i this suggests that labor shortages are going

Challenge for SSI and Medicare)

CHART 1: LS. ADULT POPULATIOMN

Contrbuton o annual average growth; percentage points
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Source: TD Economics (
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Economic growth of 3.9% T 3rd qtr 2014 T good bounce from

negative 2.9% In 1stQtr 1 will it continue through rest of 20147
Impact of less FED stimulus still unknown!

Quarter-to-Quarter Growth in Real GDP

Percent

ATA Il i | I | D AV
2010 2011 2012

Real GOP growth is measured at seasonally adiusfed annual rafes.

U.S. Bureau of Economic Analysis

Source: BEA (

)


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

Economic and Housing Outlook i downward revisions from
August outlook 7 looks like 2016 is best bet for turnaround????

NAR

2014 2015
GDP 2.1% 2.9%
Housing starts(000) 1015 1283
Single (SF) 649 860
Multi (MF) 366 423
Resales* (000) 4938 5316

SF Sales 459 613

*NAR resales include condos whereas NAHB excluded condos

Source: NAR ( )

NAHB

2014

1001
643
352
4340
446

2015

1239
875
364
4645
597

2016

1544
1173
370
4695
839
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Recent Housing statistics

Background:

Markets are getting better i yes, but ever so slowly!

Have we turned the corner? i Yes, but

The climb back will remain muted

Until we see economic growth of 3% or

More (without FED stimulus) for an extended period of time!
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Starts are finally turning the corner, but growth is painfully slow

I Multi family remains strong!!

Single family starts, Thousand units, SAAR
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Things are i mproving, but to be
And, the driver has been multi family i I 6 m not t oo
But, at | east weodore Abuil ding s

Building Momentum

honest, w e
| mpressed wi
ome moment u

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

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

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

1.2 million August, overall: 956,000 60%

10 40

08 : : - Single-family: 643,00? s /\

06
04
02

0.0 : - -60
2008 oo |10 11 12 13 14 2008loe |l In

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

Recession Recession

iz |1z |aa

September: 59

WORSE | BETTER

2000lor loz loz loa los los loz los |los

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

Source: WSJ (

2 |1z |aa

The Wall Street Journal
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Another indication that 15t time buyers are absent from this market - -
ADomi nated by beti upbuyerns with Capitdl and cretd v e
Tobuyl ar ger 1HKasedsan, WSJ

( )

Big Footprints
Median square footage of newly built U.S. single-family homes

3o0o0 squarefeget ————— — — —— —— 2,478

Second
quarter 2014

2zsoO0mr-—m1/"/m/"8/8mM M
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moving average g
2,000 F5aEi 1]
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Source: Commerce Department via Moody’s Analytics The Wall Street Journal
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Multi family continues to strengthen i this trend is

Expected to continue as mortgage applications for

New single family homes continues to fall according to the Mortgage
Bankers association

Shared Spaces

Structures with five or more units that began construction over the preceding 12-month
period, not seasonally adjusted, in thousands
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Renting | s popul ar beca-use many <can
t hat si mpl e?? Again, JOBS, JOB

Why Renters Rent

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

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

of Consumer Expectations

Source: WSJ ( )
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Rental prices keep increasing as demand outstrips supply
Multi family construction strength will continue for some time

Climbing Back

Consumer price index, rent of primary residence, change from year earlier
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Long term shelterdemandis estimated to be about 1.5 million annually
Based on demographics (65%), replacement demand(25%), and speculative demand including 2"
homes.(10%)
- to date, the main drivers have been speculators/investors and people paying cash;
and, multi family continuesto strengthen) i but, with our aging population, demographics may not
continue with historical trends, unlesswe fix our
immigration policies!

FRED Q"j — Housing Starts: Total: New Privately Owned Housing Units Started
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Shaded areas indicate US recessions - 2014 research.stlouisfed.org

Source: Federal reserve bank of st.louis (



https://research.stlouisfed.org/fred2/categories/32302

Impact of weak household formations - -

homeownership rates have been falling for the past nine

Years i when the economy gets back to normal,

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

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

Rates are headingback to long term trend of 64%
(which existed between 19681 1990)

Source: Census ( )
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https://www.census.gov/housing/hvs/data/q413ind.html

Despite low mortgage rates, people are having problems

Buying a house because theirreal incomes have been shrinking

Forthe past20 yearsi thisis a structural problem (long term)

And not cyclical --- no quick fixes to this problemi Also, 15%

Of population live at or below the poverty level ($24000 family of 4) 1

l.e., 45 millonAmericans- Canadads entire pop&®ADati on plus 12

FRED ~s4  — Real Median Household Income in the United States
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Real household incomes changed little in past 20 years
However, the same Census reportshow that incomes for 15-24 years
oldsincreased 10.5%in the Pastyeari this is good news for housing because these are

Source: WSJ (

Income Statement

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

U.S. median household income, adjusted for inflation

OVERALL BY RACE, in thousands BY INCOME QUINTILE, in thousands
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Another drag on the housing recovery T decreasing affordability
(ités actuamlahy weopdee canodt afford the 20

Qualify for a | oan with ti-gvbheedlotscofleedeart r e
Paying jobs to get housing back on its feet)

Source: WSJ ( )
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