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The Economy
s Solid!

GDP = C+I+G+(X-M)
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The Stock Market Is Doing Amazingly Well
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Households are Repairing their Balance Sheets

Trillions in Net Worth Recovered, at a New Record Level
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Change in US Wealth by Income Class 2007 - 2016

Only upper-income families have
median wealth greater than prior to
the Great Recession

Median household net worth by income,
in 2016 dollars
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Retirement Wealth Gap Keeps Growing

The top percentiles keep pulling away.

The gap between the retirement
‘haves’ and ‘have-nots’ has grown
since the recession

Retirement account savings of families age
g2-61 by savings pel‘centiﬂ'. 19892018
(2013 dollars)
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Income Share of The Wealthiest 1% of Population

It moves largely in lock step across nations

The Rich Get Richer and Poorer Together

Income shares of the top percentile in Western countries, 1903-2004
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Income Share of The Wealthiest 1% of Population

Share of Income Earned by Top 1 Percent, 1975-2015
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Growth in Millionaires by Region 2010-2016

Fastest growth is occurring in Asia-Pacific, North America and Europe

Figure 1. Number of HNWIs, 2010-2016 (by Region)
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Figure 2. HNWI Financial Wealth, 2010-2016 (by Region)

(USS Trillonx)
CAGR 2010-2016: 6.5% Anrual Growth 2015-2018: £.2% % Change 2015-2016

76

cad Afnea 10.7%

Middle East 5.0%
Latin Arrerica 8.6%

Ewrcpe 8.2%

North Amenca 8.1%

HNWI Financial Wealth

R

Asia-Paafio 2%

20156 2018

Note:  Chart numibers and gueled percaniages mary rot add up due 1o oundng
Source: Capgamin Financiat Senvoes Analyon, 2017



New US Millionaires per Year
This is looking good

Change in US. households with more than $1million in investable assets
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Number of Millionaires by Nation 2015

The Countries With The Most Millionaires

Number of dollar millionaires in selected countries in 2015

United States HE 15.7m
United Kingdom StZ BN 2 4m
Japan e | BN 2.1m

France | | B 1.8m
Germany WE I 1 5

China il I1.3m

Taiwan Il B 274,000

India 22 | 185,000 &=

Brazil |168,000~\ﬁ

Singapore ™= 1145 000
Mexico IR | 122,000 — ’

China - Hong Kong SAR [ES | 107,000
Indonesia ™= | 98 000

Russia mmm | 92,000
Turkey | 74,000

@O

@StatistaCharts Source: Credit Suisse




Millionaires Are Not Exempt from Weather Issues

This could be an issue. Artificial snow is best made at 28F

Annual days below freezing in ski towns

2080-90 es5t. =9 1981-2010 avg.

Park City, UT 230 Gue— 262
Jackson, WY 200 G 2 1)
Taos, NM 170 G— 195
Stowe, VT 169 ¢y 1906
Ketchum, ID 159 r—— ()5
Breckenridge, CO 141 —— | ),
Telluride, CO 139 Gy | |
North Conway, NH 138 g 164
Bend, OR 119 ¢— 101
Whitefish. MT 104 ¢$mm—— | 0 )

| j \ A\ A - — - Y A
HMAIE IMPAact LAD: NOLe: Moderale amissions projacthion usad. Lhart Andraew witheaerspoon 7 AXin!
!




Millionaire Emigration/Immigration by Nation

The Flight of the Migrant Millionaires

Top 5 countries by net outflow & inflow of millionaire migrants
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Mortgage debt remains 4.4% below the 2008 peak

Total Debt Balance and its Composition

Trillions of Dollars Trillions of Dollars
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University of Ml Consumer Confidence is Good

Reading is near multi-year highs.

15-Feb-18 University of Michigan Consumer Sentiment Index
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Small Business Confidence is Strong

Spectacular rise since election.

Small Business Optimism Index Maintains at 106.9
Based on 10 survey indicators, seasonally adjusted, Jan. 00 -Jan. 18
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Las Vegas Attendance Rocks
The gamblers are back, the conventioneers are too!

Las Vegas Visitors

== Convention Attendance

I Visitors
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US Light Vehicle Sales are Down but are Solid

FRED . — Light Weight Vehicle Sales: Autos and Light Trucks
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Residential Remodeling —Rising Nicely

Owner-Occupied Improvements. Higher prices and less sales boost renovation

Leading Indicator of Remodeling Activity —
Third Quarter 2017

Homeowner Improvements & Repairs
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Let’s Buy a Horse

Half-Million Dollar Yearlings

Horses sold at the Keeneland September auction for $500,000 or more
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Let’s Buy a Plane

The percentage is now as high as it was during the Housing Boom

2 V.S, PCE: Pleasure boats, aircraft and other recreational vehicles 40,615
T Migh on 02/28/17 41.211
* Averags 22.852
I Low on 08/31/91 9.751
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Annual Y-o0-Y Percent Change in PCE

A solid albeit mildly lackluster growth rate of 2.7%

FRED ./~ w== Real Personal Consumption Expenditures
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Drilling Activity is Up

Number of oil rigs is now rising as a result of the rising price of crude
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Corporate Profits are Again Rising After Weakening

FRED  — corporate Profits After Tax (without IVA and CCAdj)
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ISM Manufacturing Numbers are Strong

Manufacturing is not as important as it was in the past. It is however booming!

Average of Fed Surveys

ISM Purchasing Managers' Index (PMI) and Fed Manufacturing Surveys

Recession
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ISM Non-Manufacturing Numbers are Good

Service sector is doing well

ISM Non-Manufacturing and Employment Diffusion Indexes
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OK. Now, Look at Capital Goods Orders!

Minus defense and aircraft

FRED - — Manufacturers’ New Orders: Nondefense Capital Goods Excluding Aircraft
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Tax Cuts Are Going to Supercharge the Economy

But, only in the short run
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The Dollar is Weakening Against all Currencies

Peaked in January 2017. A weaker dollar is a concern

FRED ../~ === Real Trade Weighted U.S. Dollar Index: Broad
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Western Democracies are All Growing!

Both emerging markets and developed look increasingly better

Widespread growth among the world’s largest 45 economies contrasts with the

recessions of 2008-2016.

m Contraction = Slowing growth = Accelerating growth
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GDP Growth Goes Nowhere Slowly

Trump tax cuts should boost GDP by 40 bps in 2018
FRED ./ === Real Gross Domestic Product
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GDP Can’t Grow Much Faster!

Labor Force Growth plus Productivity by Decade 5.0%
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Best of All, No Recession is in the Cards!

Yield Curve Inversion Test: 1-Year Treasury Yield — 10-Year Treasury Yield

FRED ./ w== 1-Year Treasury Constant Maturity Rate-10-Year Treasury Constant Maturity Rate
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Historical Job Growth
Y-0-Y Total employment growth is slowing. We are running out of workers

FRED  — AuEmployees: Total Nonfarm Payrolis
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STEADY Labor Market Improvement: Involuntary Separation
Long Term Trends: 1967-2017 Initial claims below 300K for 152 straight weeks!

FRED  — #4WeekMoving Average of Initial Claims (left)
' === Civilian Unemployment Rate (right)
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Tighter Labor Market than Perceived? For Sure!
The number of unemployed per job opening is at a record low!

FRED ../~ w== Unemployment LevelJob Openings: Total Nonfarm
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Wage Growth Is
Weak, But...
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Y-0-Y Percent Change in Hourly Earnings

Despite a very low unemployment rate, wages growth is weak
FRED ./ === Average Hourly Earnings of All Employees: Total Private
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Changes in Median Wage Growth Looks OK!

Looks only at those continuously full-time employed

Wage Growth Tracker
three-month moving average of median wage growth

- Qverall

Percent
w

1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018
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Labor Productivity Growth is Dismal
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Labor Productivity Growth Remains Dismal
Maybe this is why

Chart 12: Uses of Operating Flow by S&P 500 Non-Financials, 1383-present
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Inflation?
What Inflation!
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CPI: Inflationary Pressures are Weakt

Remove Healthcare, and apparel are now weak. Was drugs, cellphones and autos

FRED ../~ === Consumer Price Index for All Urban Consumers: All tems
' === Consumer Price Index for All Urban Consumers: All tems Less Food and Energy
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Core PCE Price Index: Inflation is Up a Bit

Surprising this late in the business cycle.

FRED ../~ === Personal Consumption Expenditures: Chain-type Price Index
' == Personal Consumption Expenditures Excluding Food and Energy (Chain-Type Price Index)
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Federal Reserve Behavior

Rates Will Rise.
But, How Fast?



Taller Fed Chair, Higher Rates?

-

BOTH THE HEIGHT OF THE FED CHAIR AND RATES HAVE FALLEN OVER TIME, COULD A TALLER FED CHAIR MEAN RATES RISE?
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Federal Reserve Behavior

Most likely scenario

Fed funds is currently 1.375%

12/31/18: 2.125% (so%/50%) 10-yr Treasury @ 3.10%

12/31/19: 2.625% 10-yr Treasury @ 3.40%

12/31/20: 3.125% 10-yr Treasury @ 3.55%

Ba |ance sheet keeps shrinking.



Housing?

It’s Improving but In
Fits and Starts!
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Residential Fixed Investment Slowly Rises!

Non-residential is up 5%, public is down 11% and residential is down 22% from peak

FRED . — Total Public Construction Spending
' === Total Private Construction Spending: Residential

=== Total Private Construction Spending: Nonresidential
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New Home Prices Are Recovering Too Nicely

FRED ./ — MedianSales Price for New Houses Sold in the United States
' == Average Sales Price for New Houses Sold in the United States
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Regulation i1s a Killer

Figure 1. Regulatory Costs as a Share of Home Price
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* For quartiles, construction and development costs do not sum to the total

Source: NAHB/Wells Fargo HMI survey, assumptions described in the Appendix

®m During
Construction

® During
Development

$65,224

$42,709

2011 Survey

Figure 2. Average Cost of

$84,671

$50,887

2016 Survey

Regulation in the Price of a New Home

m During
Construction

# During
Development

Based on average new home price one month before the NAHB/Wells Fargo HMI sunveys
Source for avgerage new home prices: New Residential Sales, U.S. Census Bureau




No Productivity Gains in US Construction!

I Unlearning by doing

United States, gross value-added*
Per hour worked, 1947=100

| 1,600
Agriculturelf'
| 1,200
W Manufacturing
| 800

Wholesale and retail —

Overall 400

Construction

—rrprrrrrrr e O
1947 60 70 80 90 2000 10

Source: McKinsey Global Institute *At constant prices

Economist.com



Input Costs are Way Up due to Policy and China

Prices are up 31% to 39% Y-o0-Y. End of NAFTA is making this worse

Framing Lumber Prices per 1,000 board feet

==Random Lengths Composite Price =~ ===CME Futures Price
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http://www.calculatedriskblog.com/ Source: NAHB



Labor Shortage is Quite Serious

Average annual wage increase for construction workers is still just 3.5%

82% of builders report labor shortages versus 13% in 2011. Shortages drive up builder costs,
lengthen building cycle times, and hamper construction activity. Poted o
Percentage of Builders Reporting Labor Shortages '

2011 - 13%

2012

2013 53%

2014

2015

2016 78%

0% 10% 20% 30% 40% 50% 60% 70% 80%

Source: NAHB (Data: 2016, updated quarteriyf) *Expected labor shortages




Huge Influx of Chinese Buyers Will Persist

Top destinations: CA 38%, WA 8%, NY 7%, IL 4%, TX 4%, NC 3%, FL 3%.
The Chinese account for 16% of foreign buyers, Canadians are now 14%

In the Market

For the past few years, clients from China exceeded all other buyers
in terms of U.S. property purchases.

Estimated value of sales to international clients

$30 billion
B China
25
20
15
10 , B Canada
India
5 —— ¥ Mexico
¥ UK
0
| | I | | | |
2009" 10 11 12 13 14 15

*Figures for non-resident clients only
Note: Figures for 12-month period ending in March; China includes Hong Kong and Taiwan
Source: National Association of Realtors THE WALL STREET JOURNAL.



Huge Influx of Foreign Buyers

Big Spenders

Top five countries for sales of U.S. real estate to foreign buyers
2010 2014 W 2017

$40 billion

30

20

10

; 1 o il
| | I | |
Canada China India Mexico UK.

Note: Estimates from 2010 and 2014 include some commercial transactions. The 2017
estimates include only residential transactions.
Source: National Association of Realtors

THE WALL STREET JOURNAL.



Existing Inventory is Shrinking

Down 6.4% Y-0-Y and down for 31 straight months . Higher prices should help, but rental
conversions especially at lower price points, aging in place & mortgage lock-in are hurting

Existing Home Inventory

4,500

4,000

3,500

3,000

2,500

(s000) suun

Source: NAR

http://www.calculatedriskblog.com/



Price Growth Appears to be Rising?

Prices rise faster than wages! Y-0-Y prices up 6.0%, 6.4% or 6.2% depending on the measure

YoY Change

25%

20%

15%

10%

5%

0%

-5%

-10%

-15%

-20%

-25%

Case-Shiller National and Composite Indices SA, Year-over-year Change

===Composite 10 ====Composite 20 National Index
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Credit i1s Tight: Thus, No Housing Bubble

All FICO Scores are up about 40 points

Source: New York Fed Consumer Credit
Panel/Equifax

redit Score at Mort rigination
Credit Score Credit Score
800 800
750 | /\—/\/\/\/\’\/\/\/\q 750
700 | 25" Percentile 1 700
650 | =h=medeccccccca AL A r e frmcc g e e - < 650
600 600
10" Percentile
550 550
500 " 1 i 1 i | L 1 i N | i Il i 1 i 1 500
1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

Note: Shading shows NBER recessions.




Single-Family and Multifamily Starts — A Slow Recovery
Lack of lots, gun shy lenders, high prices, SF looks decent

FRED .~ w== Housing Starts: Total: New Privately Owned Housing Units Started-Privately Owned Housing Starts: 1-Unit Structures
' === Privately Owned Housing Starts: 1-Unit Structures
== Housing Starts: Total: New Privately Owned Housing Units Started

¢
W ﬂw
y | ’

1970 1980 1990 2000 2010

2,800

2,000

Thous. of Units-Thous. of Units , Thousands of Units

0

Shaded areas indicate U.S. recessions Source: U.S. Bureau of the Census myf.red/g/hDsD
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Apartment Market Tightness Index

Apartment Vacancy Rates

The multifamily party is winding down especially at the upper end! S > D. Rent
growth should slow and vacancy rates will rise. 9 quarters in a row below 50

NMHC Quarterly Survey of Apartment Market Tightness
100

90 ~4 1 3 L
N\
80 | \V

60 :
/ Tighte
50 - '

[ Looser

20

10

http://www.calculatedriskblog.com/



House Prices by Geography

DC, CA and HI are the most expensive. NY, MA and CT follow

What state has the most homes worth more than a million dollars?

Source: J016 American Community Survay, I Yaar Estimatas, for more tila maps, click the foge




Average Property Tax Rate by State

Minnesota is close to the middle

How High Are Property Taxes in Your State?

Mean Effective Property Tax Rates on Owner-Occupied Housing

WA

vill NnHIE
1.09% 171%#9  2.15%#3

MA N
1.21% #18
RN
1.67% #10
cTll
1.98% #4
N
2.38% #1
DEN
0.55% #47
(YD) |
1,10% #22
pc i
0.57% (#46)

N o
0.28%
#50

Notes: The figures in this table are mean effective property tax rates on owner-occupied Effective Property Tax Rate

housing (total real taxes paid divided by total home value). As a result, the data exclude —

property taxes paid by businesses, renters, and others, D.C's rank does not affect other l . l . I . . . .

states’ rankings, but the figure in parentheses indicates where it would rank if included. ’

Source: U.S. Census Bureau; Tax Foundation, Lower Rate Higher Rate

TAX FOUNDATION @TaxFoundation



MID Average Savings by Homeowner

Which States Benefit Most from the Home Mortgage Interest Deduction?

Average Home Mortgage Interest Deduction Received Per Return, 2015

vil nH Il
$1454 929 $S2029 w14

MA N
$2.540 87
] |
$1.958 #15
crl

- : 8 88 #22 $2.619 85
AR = N
$2.579 £

pEl
$2232 412

Mo
£3175 01

ocl
$2.850 (#4)

Note! D.C's rank does not affect states' ranks, but the figure In parentheses indicotes Average Home Morgage
where It would rank if included Interest Deduction Recelved

Source: IRS Statistics of Income; Tax Foundation caloulations Pt
"UNNNREEER

Lower Higher

TAX FOUNDATION @TaxFoundation




Top Marginal Income Tax Rate by State
Minnesota is fourth highest!

How High Are Income Tax Rates in Your State?

Top State Marginal Individual Income Tax Rates as of January 1, 2017

MA* B
5.1%
R

5.99%
cTH
6.99%,
NI
BR975%
pER
6.6%
MO
5.75%

pc B

B.95%

’ . g " Top State Marginal Individual
Note: [*) State has a flat income tax (**) State only taxes interest and dividends income P In:omc gh R‘“_W' v
Map shows top marginal rates: the maximum statutory rate in each state. This map does not

show effective marginal tax rates, which would include the effects of phase-outs of various .
tax preferences. Local income taxes are not included

Source: Tax Foundation, state tax statutes, forms, and instructions. Bloomberg BNA Lower Higher

TAX FOUNDATION @TaxFoundation



Impact of the Mortgage Interest Deduction by Geography

A house costing up to $900,000 is still somewhat protected.
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Refinance Activity Keeps Slowly Declining
2018 refi activity falls to $450 billion from $600. Share falls from 37% to 27%.

MBA Refinance Applications Index

« = «Current ===Refinance Index
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MBA Mortgage Purchase Apps Flatten

15t time applications up 4% Y-0-Y, at level of late 1990s!
The recent decline has reversed. 2018 volume looks to be slightly better than 2017

MBA Purchase Applications Index
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But Existing Home Sales?




Recent Existing Home Sales

Solid and steady improvement until late 2016. Since then, largely flat.

FRED  — Existing Home Sales
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=
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Shaded areas indicate U.S. recessions Source: National Association of Realtors myf.red/g/hMIL
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Pending Home Sales are Flat

High prices due to low inventories are finally being felt

26-Oct-17

' o——

US Pending Home Sales YoY

Survey: -4.2%
Actual: -5.4%

2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 |
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Demographics Will Start to Really Help

Beginning to approach the Peak. Chase Millennials, move-up buyers and Boomers

Figure 1: Young Adults Make Up the Largest Age Cohort

Largest Age
Population in 2016 cuhurt
[Mlllmns}
4.8

46 L Median Age

First-time

44
42
4.0

‘|“‘| Homebuyer

3.8
3.6
18 19 20 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45

Age in 2016
Source: U.5. Cenzus Bureau, Population as of July 1, 2018, MAR 2018 Profile of Home Buvers and Sellers E2017 Corelogic, Inc. All rights reserved




Demographics Will Start to Really Help

Beginning to approach the Peak. Chase Millennials, move-up buyers and Boomers

Exhibit 8: Millennials (roughly 18-34) remain the largest generaﬂon in the US
and approach household formation years
Size of cohorts by generation 2015 population (in millions)
55 -
Millennials Gen X Baby
50 - 88.7mn 66.0 mn Boomers
45 - 72.6 mn
4.0 ! i ALLLLLLLLLLLL coAee
3.5
3.0
2.5
2.0 -
[
1.0 . I
0 3 6 91215182124273033363942454851545760636669727578
Source: Euromonitor, Goldman Sachs Global Investment Research
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Single family is what will propel housing. Other components have recovered.

Housing Recovery Probably Has Legs!
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What About
Things Here?



Things Are Good Everywhere

December 2017 State Coincident Indexes: Three-Month Change

- Less than -1.0%

oA I Between -0.6% and -1.0%
‘ el HI . 0 Between -0.1% and -0.5%
g » Unchanged

Between 0 1% and 0.5%

Between 0 6% and 1.0%

B Greater than 1.0%

Source: Federal Reserve Bank of Philadelphia




The Future Looks a Bit Better Than the Present

December 2017 State Leading Indexes
(Expected 6-Month Change in State Coincident Indexes)

Source: Federal Reserve Bank of Philadelphia



e ————

B Current M Recession Max O Lowest since 1976

__ -

State Unemployment Rate: Current Rate and Max for 2007 Recession

Only three states have rates that are meaningfully above 5%

State Unemployment Rates
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Unemployment Rates in Ski Towns

Convergence during the 1990s. Since the year 2000, all have largely moved in unison.

FRED ./ — unemployment Rate in Lamoille County, VT
: == Unemployment Rate in Pitkin County, CO

=== Unemployment Rate in Eagle County, CO

== Unemployment Rate in Teton County, WY
Unemployment Rate in Gallatin County, MT

== Unemployment Rate in Blaine County, ID
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Shaded areas indicate U.S. recessions Source: U.S. Bureau of Labor Statistics myfred/g/iwTk
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The Labor Force Growth Varies Considerably

Growth is weak in Stowe, Aspen & Sun Valley. Good in Jackson and Bozeman. OK in Vail

FRED ./ — civilian Labor Force in Lamoille County, VT
=== Civilian Labor Force in Pitkin County, CO

=== Civilian Labor Force in Eagle County, CO
=== Civilian Labor Force in Teton County, WY
~ Civilian Labor Force in Gallatin County, MT
== Civilian Labor Force in Blaine County, ID
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Shaded areas indicate U.S. recessions Source: U.S. Bureau of Labor Statistics myfred/g/ix3V
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Housing Prices in Ski Resorts
Jackson & Bozeman rise fastest. Stowe is flat, while Aspen, Vail and Sun Valley do OK.

FRED ./ — Alr-Transactions House Price Index for Lamoille County, VT
== All-Transactions House Price Index for Pitkin County, CO
== All-Transactions House Price Index for Eagle County, CO
== All-Transactions House Price Index for Teton County, WY

All-Transactions House Price Index for Gallatin County, MT
== All-Transactions House Price Index for Blaine County, ID
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Shaded areas indicate U.S. recessions Source: US. Federal Housing Finance Agency myfred/g/iwSD
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Per Capita Income in Ski Towns

Jackson is #1, Aspen a distant #2, then Sun Valley in #3. Vail, Stowe and Bozeman follow.

FRED ./ = Percapita Personal income in Lamoille County, VT
=== Per Capita Personal Income in Pitkin County, CO
=== Per Capita Personal Income in Eagle County, CO
== Per Capita Personal Income in Teton County, WY

Per Capita Personal Income in Gallatin County, MT
= Per Capita Personal Income in Blaine County, ID

Dollars
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Shaded areas indicate U.S. recessions Source: US. Bureau of Economic Analysis myflred/g/IwTiG
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Housing Starts in Smaller Ski Resort Towns

In Jackson Hole starts are significantly above their trough; elsewhere its not the case

FRED ./ w== New Private Housing Structures Authorized by Building Permits for Lamoille County, VT
== New Private Housing Structures Authorized by Building Permits for Pitkin County, CO
== New Private Housing Structures Authorized by Building Permits for Teton County, WY
== New Private Housing Structures Authorized by Building Permits for Blaine County, ID
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Shaded areas indicate U.S. recessions Source: US. Bureau of the Census myfred/qg/iwlUk
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Housing Starts in Bigger Ski Resort Towns

Activity in Bozeman has rebounded nicely. Not so in Vail.
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ANY QUESTIONS?

Elliot F. Eisenberg, Ph.D.
Cell: 202.306.2731
elliot@graphsandlaughs.net
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