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U.S. Economic Indicators

Evolution of Atlanta Fed GDPNow real MNAaxxr
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Atlanta Fed GDPNow™

Latest forecast: 4.3 percent — August 9, 2018

“The GDPNow model estimate for real GDP growth (seasonally adjusted annual rate) in the
third quarter of 2018 is 4.3 percent on August 9, down from 4.4 percent on August 3. After
this morning's wholesale trade report from the U.S. Census Bureau and this morning's
Producer Price Index release from the U.S. Bureau of Labor Statistics, the nowcast of the
contribution of inventory investment to third-quarter real GDP growth declined from 1.95
percentage points to 1.91 percentage points.” — Pat Higgins, Economist, Federal Reserve
Bank of Atlanta

Source: https:/iwww.frbatlanta.org/economy-matters/regional-economics/data-digests; 8/9/18
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The Federal Reserve Bank of Boston:
New England Economic Indicators

Economic activity continued to improve in 2018

“In the early months of 2018, New England and the United States continued to see improvements
in economic indicators. Through May 2018, employment increased and unemployment rates fell

relative to one year prior. Through the first quarter of 2018, home prices continued to climb both
regionally and nationally compared to the same period in 2017.

Employment grows in New England at a slightly slower pace than the nation
New England continued to post job gains through May 2018. Between Payroll employment
increased 1.6 percent nationally and 1.3 percent regionally between May 2017 and May 2018
(Exhibit 1). Although employmentincreased over this period in each of the New England states,
the job growth rates varied and were all below the national growth rate. Within New England, New
Hampshire posted the strongest year-over-year job gains through May 2018, increasing 1.9 percent
(Exhibit 2). Year-over-year payroll employment was weakest in Vermont, growing by 0.4 percent.

Construction job gains in New England outpace national growth
In May 2018, the construction supersector led the region in employment growth, with year-over-
year gains (4.9 percent) that outpaced national employment growth in construction (4.1 percent).
Similarly, regional job growth in the professional & business services supersector and the leisure &
hospitality supersector both exceeded national job growth in those supersectors. Over the same
time period, government employment shrank in the region by 0.2 percent while nationally,
government jobs grew 0.1 percent. Manufacturingemploymentincreased in five of the six New
England states; Maine (2.9 percent), Connecticut (2.6 percent), Rhode Island (2.5 percent), and
New Hampshire (2.5 percent) all experienced manufacturing job growth above the national rate for
that supersector (2.0 percent). Employmentin the information supersector dropped 2.6 percent
year-over-year in New England and fell 0.7 percent nationally.” — Riley Sullivan, Senior Policy
Analyst, The Federal Reserve Bank of Boston

Source: https:/Avww.bostonfed.org/publications/new-england-economic- indicators/2018/quarter-2.aspx; 7/11/18 Return to TOC



The Federal Reserve Bank of Boston:

New England Economic Indicators

EXHIBIT 1
Nonagricultural Employment
May 2008 - May 2018
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Source: https:/iwww.bostonfed.org/publications/new-england-economic-indicators/2018/quarter-2.aspx; 7/11/18
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The Federal Reserve Bank of Boston:
New England Economic Indicators

EXHIBIT 3
Employment Growth by Supersector
Percent Change, May 2017 to May 2018

Source: https:/Avww.bostonfed.org/publications/new-england-economic- indicators/2018/quarter-2.aspx; 7/11/18 Return to TOC



The Federal Reserve Bank of Chicago:
Midwest Economy Index

Index Points to Slower Midwest Economic Growth in June

The manufacturing sector’s contribution to the MEI decreased to +0.35 in June from +0.44
in May. The pace of manufacturing activity decreased in Indiana, lowa, Michigan, and
Wisconsin, but increased in Illinois. Manufacturing’s contribution to the relative MEI rose
to +0.24 in June from +0.01 in May.

The construction and mining sector’s contribution to the MEI moved down to +0.01 in June
from +0.08 in May. The pace of construction and mining activity was slower in Indiana,
Michigan, and Wisconsin, but unchanged in Illinois and lowa. Construction and mining
made a contribution of +0.02 to the relative MEI in June, down slightly from +0.06 in May

The service sector contributed —0.07 to the MEI in June, down slightly from —0.04 in May.
The pace of service sector activity was down in Michigan and Wisconsin, but up in lowa and
unchanged in Illinois and Indiana. The service sector’s contribution to the relative MEI
increased to —0.30 in June from —-0.44 in May.

The contribution from consumer spending indicators to the MEI was unchanged at +0.10 in
June. Consumer spending indicators were, on balance, up in Illinois and lowa, but down in
Wisconsin and steady in Indiana and Michigan. Consumer spending made a contribution of
+0.04 to the relative MEI in June, up slightly from a neutral contribution in May.” — Laura
LaBarbera, Media Relations, The Federal Reserve Bank of Chicago

Returnto TOC
Source: https://www.chicagofed.org/publications/cfnai/index; 7/31/18 ST



Chicago Fed: Midwest Economy Index

MEI and the Seventh Federal Reserve District States

June MEI
- Megative Contribution
[1 Neutral Contribution
[ Positive Contribution

Mote: The map’s shading summarizes the most recent contribution to growth in Midwest economic activity from each of
the five states in the Seventh Federal Reserve District (lllinois, Indiana, lowa, Michigan, and Wisconsin).

Index Points to Slower Midwest Economic Growth in June

“The Midwest Economy Index (MEI) decreased to +0.40 in June from +0.58 in May.
Contributions to the June MEI from three of the four broad sectors of nonfarm business
activity and four of the five Seventh Federal Reserve District states decreased from May.
The relative MEI rose to +0.01 in June from —0.37 in May. Contributionsto the June relative
MEI from three of the four sectors and all five states increased from May.” — Laura
LaBarbera, Media Relations, The Federal Reserve Bank of Chicago

Returnto TOC
Source: https://www.chicagofed.org/publications/cfnai/index; 7/31/18 ST



Chicago Fed: National Activity Index

1.0 —
abowe
0.0 trend
1.0
2.0
-3.0 balow

4.0

5.0
6.0 | | Il Il I 1 I 1 1 1 I 1 1 1 1 | -
2005 2007 2009 2011 2013 2015 2017 2019
B Production and income Personal consumption and housing
B Employment, unamployment, and hours Sales, ordears, and inveniories

Index Points to a Rebound in Economic Growth in June

“Led by improvements in production-related indicators, the Chicago Fed National Activity
Index (CFNAI) rebounded to +0.43 in June from —0.45 in May. Two of the four broad
categories of indicators that make up the index increased from May, and three of the four
categories made positive contributions to the index in June. The index’s three-month
moving average, CFNAI-MA3, edged up to +0.16 in June from +0.10 in May.” — Laura
LaBarbera, Media Relations, The Federal Reserve Bank of Chicago

Source: https://www.chicagofed.org/publications/cfnai/index; 7/23/18 Returnto TOC



Chicago Fed: National Activity Index

Index Points to a Rebound in Economic Growth in June

“The CFNAI Diffusion Index, which is also a three-month moving average, was unchanged
at +0.15in June. Forty-five of the 85 individual indicators made positive contributions to
the CFNAI in June, while 40 made negative contributions. Forty-five indicators improved
from May to June, while 40 indicators deteriorated. Of the indicators that improved, 12
made negative contributions.

Production-related indicators contributed +0.36 to the CFNAI in June, up from —0.56 in
May. Manufacturing industrial production increased 0.8 percent in June after declining 1.0
percent in May. The sales, orders, and inventories category made a contribution of +0.06 to
the CENALI in June, up slightly from +0.03 in May.

Employment-related indicators contributed +0.08 to the CFNAI in June, down slightly from
+0.11 in May. Nonfarm payrolls increased by 213,000 in June after rising by 244,000 in
May. The contribution of the personal consumption and housing category to the CFNAI
ticked down to —0.06 in June from —0.04 in May. Housing starts decreased to 1,173,000
annualized units in June from 1,337,000 in May, and housing permits moved down to
1,273,000 annualized units in June from 1,301,000 in the previous month.” — Laura
LaBarbera, Media Relations, The Federal Reserve Bank of Chicago

Source: https://www.chicagofed.org/publications/cfnai/index; 7/23/18
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Cleveland Fed: Fourth District Beige Book
The Federal Reserve Bank of Cleveland

Summary of Economic Activity

“Business activity in the Fourth District grew moderately during the survey period. Demand was
strong in many sectors, but hiring continued at about the same pace as in the previous survey
period as a dearth of qualified workers constrained hiring. Wages rose moderately, and increases
were in line with recent trends. Upward pressure on input costs was strong, notably for fuel and
metals. Contacts widely attributed the cost increases to import tariffs. However, final selling
prices rose only moderately. Firms raised their pricesto cover, at least partially, their increased raw
materials and transportation costs. Otherwise, businesses were cautious about raising their selling
prices. Consumer demand, including for autos, was stable to slightly higher. Manufacturing
capacity utilization rose to meet strong demand, but a number of producers remarked that they
were struggling to keep up with orders. Freight volumes trended higher. Construction activity
remained strong.

Manufacturing

The strong manufacturing demand seen earlier in the year showed no signs of letting up in the
currentsurvey period. Contacts mostly attributed the momentum to strong US economic growth
that broadly supported demand in end markets. One pump and motor manufacturer noted increased
demand from customers in primary metals manufacturing and extractive industries. An industrial
metals producer cited strong demand from the construction sector. Some manufacturers noted that
capacity utilization had risen to meet demand and that a few contacts mentioned they struggled to
keep up with orders. Contacts remarked that concerns about future trade- and inflation-related
price increases had prompted some customers to accelerate purchases. Most manufacturers
expected that continued economic growth would lead to stronger customer demand in the near
term. However, one auto-related manufacturer expected import tariffs to lead to weaker sales
because of the consequent increase in prices.” — The Federal Reserve Bank of Cleveland

Source: https:/iwww.clevelandfed.org/region/beige-book.aspx; 7/18/18

Returnto TOC



U.S. Economic Indicators

The Federal Reserve Bank of Cleveland
Employment and Wages

“District businesses added workers at a pace that was moderate and similar to that of the previous
survey period. Most firms reported strong customer demand and optimism about the economy's
near-term prospects as supporting their hiring decisions. Very few firms reduced headcount, and a
sizable share reported creating new positions. Hiring was strongest among construction firms
thanks to high project volumes. Also, strong demand for technology services enabled professional
services to add workers at a healthy clip. Contacts reported the dearth of qualified workers
constrained hiring across an array of occupations. The problem was most often highlighted by
manufacturing, construction, and transportation companies. One steel contact noted the company
had significantly increased overtime hours to cope with the worker challenge. A nonresidential
builder noticed that worker turnover was somewhat higher than normal. Despite tightnessin the
overall job market, wage pressures remained consistent with recent trends in the District. In
general, employers raised wages moderately as part of cost-of-living increases or annual merit
raises or to fulfill union contracts.

Prices
Upward pressure on input costs remained strong, especially for fuel and metals. Manufacturersand
builders commented widely that import tariffs were lifting steel and aluminum prices. In some
cases, manufacturers noted a rush to purchase metals in anticipation of additional price increases.
To a lesser extent, construction contacts also noted lumber price increases. Aside from the
manufacturing, construction, and transportation sectors, contacts noted moderate cost increases that
were consistent with recent trends. Retailers pointed out that prices for cotton and raw food
ingredients rose for their suppliers. Final selling prices rose moderately, with little change
compared with those of the previous survey period. Overall, firms managed to raise their prices to
compensate, at least partially, for rising raw materials and transportation costs. Aside from that,
firms either held their prices or cautiously nudged them higher.” — The Federal Reserve Bank of
Cleveland

Source: https:/iwww.clevelandfed.org/region/beige-book.aspx; 7/18/18

Returnto TOC



U.S. Economic Indicators
The Federal Reserve Bank of Cleveland

Consumer Spending

“Retail demand improved moderately, extending a streak that started in the final months of 2017.

In additionto a seasonal boost, food retailers and clothing retailers noted that continued strong
consumer confidence lifted sales. A few contacts noted slight improvement in sales of
discretionary items and higher quality products. Retail sales in the Fourth District were reported to
be mostly in line with activity in the rest of the country. Inventories and profits were stable.

Auto demand and vehicle financing conditions held steady. One auto dealer noted that leasing
activity had weakened as manufacturers reduced their support. All contacts reported that sales of
passenger vehicles lagged those of crossovers, SUVs, and trucks. One contact speculated that the
market share for such vehicles would increase because of increased vehicle fuel economy, older
customers' need for comfort, and a younger generation of customers starting families. Expectations
for vehicle sales in the near-term were mixed. One dealer was concerned that price increases and
higher interest rates could sap demand. Another dealer was optimisticthat activity in the energy
industry could lift sales in the region.

Financial Services

Most banking contacts reported that steady economic growth had kept loan demand stable.
Deposits fell during the last two months because of seasonal changes following the tax-filing
season. Some bankers noted that strong revenue growth combined with higher borrowing costs
drove some customers to fund capital expenditures and expansions with cash rather than with
credit. Most contacts reported that delinquency rates remained steady, although rising interest rates
were cited as a risk to the outlook.” — The Federal Reserve Bank of Cleveland

Source: https:/iwww.clevelandfed.org/region/beige-book.aspx; 7/18/18

Returnto TOC



U.S. Economic Indicators
The Federal Reserve Bank of Cleveland

Nonfinancial Services

“Nonfinancial services firms reported strong demand thanks to generally favorable economic
conditions. Business advisory firmsand software developers reported strong activity. In addition
to tax savings and ongoing strong confidence, contacts remarked that their services were in demand
because businesses were modernizing their IT infrastructures and attempting to understand the
implications of worker scarcities. Capital investments held steady, although one financial
consultant remarked that Chinese capital controls had caused an expected investment to fall
through. Transportation firms reported continued increases in freight volumes. Railroad contacts
attributed some of their volume growth to ongoing capacity constraints in the trucking industry.
One trucking contact noted an increase in demand for home deliveries.

Real Estate and Construction
Demand for new homes grew modestly in the current survey period. Homebuilders noted that
rising interest rates and concern about rising materials prices motivated some customers to move
their purchases forward. Contacts widely expected stable demand in the coming quarter. Real
estate agents noted demand for Section 8 vouchers was stable. However, reports of first-time
buyers' home demand were mixed. Sales of houses priced below $400,000 and those priced
between $600,000 and $800,000 strengthened, according to some contacts. Financing conditions
for homebuyers were mostly stable.

Nonresidential builders noted that the strong demand of recent periods continued in the current
period and that backlogs ticked higher as firms struggled with labor constraints. Capital investment
plans were mostly unchanged, although one commercial builder stated that the firm boosted
spending to use drones for surveying to make up for the shortage of workers. Most contacts
expected the current momentum in customer demand to continue in the near term. However, there
was some concern that demand from industrial clients could weaken depending on the course taken
by trade disputes.” — The Federal Reserve Bank of Cleveland

Source: https:/iwww.clevelandfed.org/region/beige-book.aspx; 7/18/18
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U.S. Economic Indicators

Robust Expansion in Texas Manufacturing Continues;
Uncertainty Picks Up

“The robust expansion in Texas factory activity continued in July, according to business executives
respondingto the Texas Manufacturing Outlook Survey he productionindex, a key measure of state
manufacturing conditions, rose six points to 29.4, signaling an acceleration in output growth.

Other indexes of manufacturing activity also indicated continued solid expansionin July. Thesurvey’s
demand measures —the new ordersand growth rate of orders indexes — moved down but remained well
aboveaverageat 23.3and 17.0, respectively. Theshipments index climbed five pointsto 30.8, andthe
capacity utilization index edged up to 25.0.

Perceptions of broader business conditions were a bit less positive this month versus June, and uncertainty
increased. Thegeneral businessactivity index slipped four points to 32.3. The company outlook index
dropped 13 points to 20.4, which is the second-lowest reading this year but still elevated relative to the
average. Anew questionintroduced to the survey in January 2018 asks, “How has uncertainty regarding
your company’s outlook changed in the current month vs. priormonth?” In July, a quarter of firms said
uncertainty increased, while only 8 percent said it decreased — bringing the outlook uncertainty index* to
17.0, well aboveits Junereadingand the highest level to date.

Price and wage pressures remained highly elevated this month. While still well above average, the raw
materials prices index moved down five points to 48.6, and the finished goods prices index ticked down to
22.9. Compensation costs continued to rise at a faster clip than normal, with the wages and benefits index
holding fairly steadyat 32.4.

Expectations regarding future business conditions remained largely optimisticin July. The indexes of
future general businessactivity and future company outlook were largely unchanged at 36.2 and 37.2,
respectively. Other indexes for future manufacturing activity showed mixed movements but remained in
solidly positive territory.” — Emily Kerr, Business Economist, The Federal Reserve Bank of Dallas

Source: https:/iwww.dallasfed.org/research/surveys/tmos/2018/1807; 7/30/18 Returnto TOC
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U.S. Economic Indicators

Texas Service Sector Qutlook Survey Revenue Index
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Texas Service Sector Increases At A Slower Pace

“Texas service sector activity continued to reflect expansion in July, according to business executives
respondingto the Texas Service Sector Outlook Survey. Therevenue index, a key measure of state service
sector conditions, fell from 15.6 to 10.3, indicating activity increased at a slower pace than last month.

Perceptions of broader economic conditions were mixed again in July. The general business activity
index remained pessimistic for a seventh consecutive month, butmoved up from —7.7to—1.3, suggesting
pessimismwaned. Thecompany outlook index roseslightly fromareadingnear zero to 1.0, with 16
percent of respondents reporting that their outlook improved from last monthand 15 percent noting it
worsened.

Price and wage pressures eased this month. Theselling prices index fell slightly from5.7t0 3.6. The
wages and benefits index moved down from 15.7to 10.4, although the vast majority of firms continued to
noteno change in compensation costs. Respondents’ expectations regarding future business conditions
improvedin July. Theindex of future general businessactivity jumped up from a reading near zero to
10.1.

The index of future company outlook rose from 8.4 to 14.0, reflectingmore optimism. Indexes of future
service sector activity, such as future revenue and emp loyment, reflected more op timism this month.” —
Amy Jordan, Assistant Economist, The Federal Reserve Bank of Dallas

Source: https:/iwww.dallasfed.org/research/surveys/~/media/Documents/research/surveys/tssos/2016/1607/tssos1607.pdf; 7261/18
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U.S. Economic Indicators

Texas Retail Outlook Survey Sales Index
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Retail Sales Continue to Grow

“Retail sales increased modestly in July, according to business executives responding to the Texas Retalil
Outlook SurveyRemaining positive for a second consecutive month, the sales index was unchanged
from last monthat 2.9. Inventories declined in July after holding steady last month.

Retailers’ perceptions of broader economic conditions were mixed in July. The general business activity
index climbed from —10.2 to a reading near zero. The company outlook index was positive for a second
consecutive month and rose from 3.2 to 8.9, with 21 percent of respondents reporting that their outlook
improved and 13 percent noting that it worsened. Retail price pressures eased, while wage pressures
increased this month. The selling prices index moved down from 15.5 to 11.5. The wages and benefits index
edged up from 8.6 to 10.2. Retailers’ perceptions of future broader economic conditions improved in July.

The index of future general business activity surged from —4.9to 16.4. The index of future company outlook
rose slightly from 13.9to 16.9. Indexes of future retail sector activity reflected more optimism this month.

Labor market indicators improved this month. The employment index rebounded from negative territory,
rising from —2.1t02.5. After four consecutive negative readings, the hours worked index advanced 8 points
into positive territory to a reading of 4.9, suggesting longer work weeks.” — Amy Jordan, Assistant Economist,
The Federal Reserve Bank of Dallas

Source: https:/iwww.dallasfed.org/research/surveys/tssos/2018/1806.aspx; 6/26/18
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U.S. Economic Indicators

The Federal Reserve Bank of Kansas City
Tenth District Manufacturing Activity Continued To Expand Solidly

“Tenth District manufacturing activity continued to expand solidly in July, with the composite
index dipping slightly after May’s record-high reading. Expectations for future growth remained
high, despite many firms citing labor tightness and tariffs as increasingly worrisome. Price
indexes also continued to rise. The month-over-month composite index was 23 in July, down from
readings of 28 in June and 29 in May (Chart 1).

The composite index is an average of the production, new orders, employment, supplier delivery
time, and raw materials inventory indexes. Factory activity increased solidly at durable and
nondurable goods plants, particularly for petroleum and coal products, minerals, fabricated metal,
computersand electronics, and transportation equipment. Month-over-month indexes were mixed
compared with the previous month, but most indexes remainedat high levels. The employment
index inched up while the order backlog and new orders for exports indexes were virtually
unchanged. The production and shipments indexes fell moderately, and the new orders index eased
somewhat. The raw materials index fell modestly and the finished goods inventory index also
dipped slightly.

Most year-over-year factory indexes inched up in July. The composite index increased
marginally from 43 to 44. The production, order backlog, capital expenditures, and new
orders for exports all improved. However, the shipments and new orders indexes declined
modestly and the employment index was mostly unchanged. The raw materials inventory
index dipped from 36 to 32 and the finished goods inventory index eased from 26 to 23.

Most price indexes increased in July. The month-over-month finished goods price index rose from
22 to 27 and the raw materials price index increased from 47 to 52. The year-over-year finished
goods price index was unchanged at 60, while the year-over-year raw materials price index rose
from 79 to 86. The future finished goods price index grew from 40 to 43 and the future raw
materials price index inched up from 67 to 68.” — Chad Wilkerson, Vice Presidentand Oklahoma
City Branch Executive, The Federal Reserve Bank of Kansas City

Source: https://iwww.kansascityfed.org/~/media/files/publicat/research/indicatorsdata/mfg/2018/2018jun28 mfg.pdf; 7/26/18
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U.S. Economic Indicators

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

“Future factory activity indexes were mixed, but remained at high levels. The future composite
index eased from 36 to 34. The future order backlog and employment indexes both improved
modestly, and the capital expenditures and new orders for exports indexes inched up. The future
shipments index remained at 52 while the future production and new order indexes dipped slightly.
The future raw materials index moderated from 30 to 15, while the future finished goods inventory
index declined from 23 to 7.” — Chad Wilkerson, Vice President and Oklahoma City Branch
Executive, The Federal Reserve Bank of Kansas City

Returnto TOC
Source: https://iwww.kansascityfed.org/~/media/files/publicat/research/indicatorsdata/mfg/2018/2018jun28 mfg.pdf; 7/26/18



U.S. Economic Indicators

The Federal Reserve Bank of Kansas City
Labor Market Conditions Indicators (LMCI)

The KC Fed LMCI suggest the level of activity increased modestly
and momentum remained high in July

“The Kansas City Fed Labor Market Conditions Indicators (LMCI) suggest the level of
activity increased modestly and momentum remained high in July. The level of activity
indicator increased in July from 0.75 to 0.84, while the momentum indicator was little
changed at 1.43.

The table on the following page shows the five labor market variables that made the largest
contributions to the increase in the activity indicator over the last six months and the five
variables that made the largest positive contributions to the momentum indicator in July
2018. The activity indicator increased 0.25 over the last six months. The largest
contribution came from an increase in job leavers. Seventeen variables made a positive
contribution, and seven variables made a negative contribution. The momentum indicator
was 1.43 in July, where the largest contributor to momentum was initial claims. Seventeen

variables made a positive contribution, and seven variables made a negative contribution. ” —

Bill Medley, Director, Public Affairs, The Federal Reserve Bank of Kansas City

Source: https://www.kansascityfed.org/~/media/files/publicat/research/indicatorsdata/lmci/2018/Imci_080818.pdf; 8/8/18
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U.S. Economic Indicators

LMCI, January 1992—July 2018
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Largest Contributions to the LMCI

Contributions to the increase in the level of
activity indicator over the last six months

Positive contributions to the momentum indi-
cator in July 2018

Job leavers

Initial claims

Quits rate

Expected job availability (U of Michigan)

Percent of firms planning to increase em-
ployment (NFIB)

Manufacturing employment index (ISM)

Percent of firms with positions not able to fill
right now (NFIB)

Labor force participation rate

Job availability index (Conference Board)

Expected job availability (Conference Board)

Note: Contributions are ordered from largest to smallest.

Source: https://www.kansascityfed.org/~/media/files/publicat/research/indicatorsdata/lmci/2018/Imci_080818.pdf; 8/8/18
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U.S. Economic Indicators

The Federal Reserve Bank of Minneapolis
Mi nneapoli s Beige Book: ALooks I i ke this w

“The Ninth District economy grew moderately overall since the last report. Employment
grew modestly, with robust hiring demand continuing to be restrained by tight labor supply.
Wage and price pressures were moderate since the previous report. The District economy
showed growth in manufacturing, residential construction, commercial real estate, energy,
and tourism. But consumer spending and commercial construction were mixed, residential
real estate slowed, and agriculture remained weak.

The Minneapolis Fed’s most recent Beige Book report on current business conditions found
that hiring demand remained robust in the Ninth District, but continued to be restrained by a
tight labor supply. Price pressures appeared to be increasing, in part from growing concern
among manufacturers over steep increases in aluminum and steel costs in reaction to tariff
announcements. But manufacturers were otherwise upbeat, as contacts reported very strong
activity so far this year.

Summer tourism was also showing optimism. Lodging and accommodation tax collections
in Montana have been higher every month this year, including May, compared with 2017.
Gaming receipts from casinos in Spearfish, S.D., were down about 4 percent during the
spring months, but summer bookings at hotels and campgrounds in the region were up,
according to local officials. Minnesota’s hotel sector saw demand increase 7 percent over a
year earlier. An industry contact said, “It looks like this will be a good summer for the
state’s hotel industry.” — Ronald Wirtz, Director, Director, Regional Outreach, The Federal
Reserve Bank of Minneapolis

Source: https://minneapolisfed.org/economy/ninth-dispatch/minneapolis-beige-book-looks-like-this-will-be-a-good-summer; 8/8/18 Returnto TOC
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The Federal Reserve Bank of Minneapolis

Construction and Real Estate

“Commercial real estate grew modestly since the last report. In Minneapolis-St. Paul,
multifamily vacancy rates continued to be low despite strong delivery of new units to the
market, though lease rates have been mostly steady. Despite the continued closure of large
retail stores in Minneapolis-St. Paul, this space was being absorbed and "keeping vacancies
tight," according to an industry source. Residential real estate fell, with a few isolated
exceptions. May home sales in Minnesota dropped 11 percent compared with a year earlier
and also fell in western and northern regions of Wisconsin, and in Bismarck. Sioux Falls
sales were flat, and Montana metro markets were mixed, with slower May sales in Great
Falls and Helena, but higher sales in Bozeman and Missoula..

Manufacturing

District manufacturing activity increased briskly. An index of manufacturing conditions
indicated increased activity in June compared with a month earlier in Minnesota and the
Dakotas. Contacts from across the manufacturing sector reported very strong activity so far
this year. A dealer of stamping and metal forming machinery said that the market for capital
equipment was as busy as they'd ever seen. Producers of hydraulic equipment reported
similarly strong demand, with some seeing double-digit growth this year.” — Ronald Wirtz,
Director, Director, Regional Outreach, The Federal Reserve Bank of Minneapolis

Source: https://minneapolisfed.org/economy/ninth-dispatch/minneapolis-beige-book-looks-like-this-will-be-a-good-summer; 8/8/18
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Ninth District Data
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Empire State Manufacturing Survey
Business Activity Continues To Expand

“Business activity continued to grow at a fairly brisk pace in New York State, according to firms
responding to the July 2018 Empire State Manufacturing Survéfe headline general business
conditions index edged down by over two points to 22.6 — still a high level, suggesting a
continuation of robust growth. The new orders index dipped three points to 18.2, while the
shipments index fell nine points to 14.6, pointing to a modest pullback in growth of orders and
shipments. Delivery times continued to rise, and inventories fell marginally. Labor market
indicators pointed to continued sturdy growth in employment and a modest increase in the
workweek. The prices paid index slipped ten points to 42.7 — still a fairly high level indicative of
widespread ongoing input price pressures; the prices received index was little changed at 22.2,
signaling continued moderate increases in selling prices. Looking ahead, firmswere slightly less
optimistic about the six-month outlook than they were last month.

Manufacturing firmsin New York State reported that business activity expanded at about the same
brisk pace as in June. The general business conditions index, which had climbedto an eight-month
high in June, edged back down just over two points to 22.6. Roughly 40 percent of respondents
reported that conditions had improved over the month, while 17 percent indicated they had
worsened. The new orders index dipped three points to 18.2, while the shipments index fell nine
points to 14.6, suggesting only a modest deceleration in orders and shipments. Unfilled orders
leveled off, and inventories edged down. Delivery times continued to lengthen, though by a
narrower margin than in recent months.” — Richard Deitz and Jason Bram, The Federal Reserve
Bank of New York

Source: https://www.newyorkfed.org/survey/empire/empiresurvey_overview; 7/16/18 Returnto TOC
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U.S. Economic Indicators

Empire State Manufacturing Survey

Hiring Continues At A Moderate Pace

“The index for number of employees, which had climbed to its highest level of the year in
June, edged back two points to 17.2, pointing to ongoing moderate growth in employment.
The average workweek index fell six pointsto 5.6, suggesting more modest increases in
hours worked than in recent months. Price increases remained widespread. The prices paid
index retreated ten points from last month’s measure, just below May’s multiyear high, but
remained elevated at 42.7. The prices received index was little changed at 22.2, signaling
ongoing moderate rises in selling prices.

Firms Slightly Less Optimistic

Optimism about the six-month outlook slipped this month. The index for future business
conditions fell eight pointsto 31.1, essentially reversing last month’s gain. Manufacturers
continue to expect fairly swift increases in employment in the months ahead, and the indexes
for future prices remained elevated. The index for planned capital expenditures fell ten
points to 17.1, and the technology spending index slipped eight points to 9.4; both are at
their lowest levels in roughly a year.” — Richard Deitz and Jason Bram, The Federal Reserve
Bank of New York

Source: https://www.newyorkfed.org/survey/empire/empiresurvey_overview; 7/16/18
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Business Leaders Survey (Services)

“ Growthin the region’s service sector moderated somewhat but was still fairly brisk, according to firms
responding to the Federal Reserve Bank of New York’s July2018 Business Leaders Survejhe survey’s
headline businessactivity index retreated seven pointsto 14.8, after reaching its highest level in more than
a decade in June. Thebusinessclimate index fell eight points to 13.3 —still indicative of a fairly positive
view of the business climate. Theemploymentindex slippedfive pointsto 12.9, suggestinga modest
slowingin hiring activity, and the wages index was little changed at a fairly elevated level. The prices
paid index retreated from a multiyear high, edging down four pointsto 58.6, suggesting ongoing
widespread inputpriceincreases. Theprices received index edged up to 24.6. Indexes assessingthesix-
month outlook generally declined modestly, suggesting that firms have become somewhat less optimistic
about future conditions than they had been earlier this year.

Activity Continues to Grow at a Solid Clip

Growth in business activity in the region’s service sector slowed slightly but was still fairly brisk. After
reaching its highest level since 2007 in June, the headline business activity index retreated seven pointsto
14.8in July — still a fairly high level consistent with moderate growth. Just under 40 percent of
respondents reported that conditions improved over the month, while 25 percent said that conditions
worsened. Thebusiness climate index slipped eight pointsto 13.3 in July, remaining positive for an
eighth consecutive month, signaling that, on balance, firms continued to view the business climate as
better thannormal.” — Jason Bram and Richard Deitz, The Federal Reserve Bank of New York

Source: https://www.newyorkfed.org/medialibrary/media/survey/business_leaders/2018/2018 07blsreport.pdf; 7/23/18
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Business Leaders Survey (Services)
Job Growth Slows; Input Price Pressures Persis

“The employment index declined five points to 12.9 in July, indicating a slight slowing in the pace
of job growth. The wages index edged down two points but remained quite elevated at 39.1,
reflecting ongoing wage growth. The prices paid index, which had climbed to a multi-year highin
June, edged back four points to 58.6 in July, indicating that input prices continued to rise at a fairly
brisk pace. The prices received index rose marginallyto 24.6, a level consistent with a moderate
escalationin selling prices. The capital spending index was virtually unchanged at 12.4, suggesting
that capital spending continued to increase moderately.

Firms Slightly Less Optimistic
Firms became slightly less optimistic about the six-month outlook. The index for future business
activity slipped four pointsto 32.4, and the index for future business climate fell seven points to
13.9. Indexes for future wages and prices paid were down slightly but still at high levels, while the
index for planned capital spending slipped to its lowest level this year, suggesting a modest

reductionin capital spending plans.” — Jason Bram and Richard Deitz, The Federal Reserve Bank
of New York

R T
Source: https://www.newyorkfed.org/medialibrary/media/survey/business_leaders/2018/2018 07blsreport.pdf; 7/23/18 a9 1O



U.S. Economic Indicators

The Federal Reserve Bank of New York Nowcast

2018:Q3
Last Release 11:158m EST 2ug 10, 2013
# The New York Fed Staff Nowcast O Advance GDP estimate [J Latest GDP estimate
M Housing and construction M Manufacturing B Surveys B Retail and consumption B Income B Labor M International trade ™ Others
Percent (annual rate)
35
# Mowcast: 2.57 Data Flow (Aug 10,2018)
30 (As of Aug 10) Mowcast
Model GDP
25 Update ReleaseDate  Data Series Actual Impact Growth
Aug 10 257
20 8:40AM Aug 10 CPI-U: All items less food and 024 0.01
ENnergy
15 8:40AM Aug 10 CPI-U: All items 0a7 0.00
8:30AM Aug 09 PPI: Final demand 0.00 -0.03
10 10:00AM Aug 07 1.JOLTS: Tutal job openings 300 001
e Data revisions -0.01
N Aug 03 258
1 - [ | =
- .
Notes: We start reporting the Nowcast for a reference quarter about one
0.5 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
1.0 of data on the Nowcast; the impact of specific data releases is shown in the
Jun Jun  Jun Jul Jul Aug  Aug  Sep  Sep  Oct Oct accompanying table.
0, 15 29 13 ¥ 10 24 07 2 05 19
Source: Authors' calculations, based on data accessed through Haver Analytics.

August 10, 2018: Highlights

A “The New York Fed Staff Nowcast for 2018:Q3 stands at 2.6%.

A News from this week’s data releases left the nowcast for 2018:Q3 broadly unchanged.” —

The Federal Reserve Bank of New York

Source: https:/iwww.newyorkfed.org/research/policy/nowcast; 8/10/18
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The Federal Reserve Bank of Philadelphia
July 2018 Manufacturing Business Outlook Survey
Current Indicators Suggest Continued Growth

“Regional manufacturing activity continued to expand in July, according to results from this
month’s Manufacturing Business Outlook SurveM| the broad indicators remained positive, with
the general activity and new orders indexes improving this month. The survey’s price indexes
suggest widespread increases for purchased inputs, and more firms reported price increases for
their own manufactured goods. Expectations for the next six months continued to moderate but
remain positive overall.

The diffusionindex for current general activity increased 6 points this month (see Chart 1) . Over
44 percent of the manufacturers reported increases in overall activity this month, while 19 percent
reported decreases. The new orders index rebounded 14 points after falling 23 points in June.
Nearly 46 percent of the firmsreported an increase in orders, and 14 percent reported declines.
The current shipments index, however, decreased 4 points. The firms reported, on balance,
increases in unfilled orders and longer delivery times this month.

The firms continued to report overall higher employment, but increases were not as widespread this
month. Over 24 percent of the responding firms reported increases in employment this month,
down from 34 percent last month. The current employment index fell 14 points to 16.8. The
current average workweek index declined 11 points.” — Mike Trebing, Senior Economic Analyst,
The Federal Reserve Bank of Philadelphia

Source: https://iwww.philadelphiafed.org/research-and-data/regional-economy/business-outlook-survey/2018/bos0718?; 7/19/18 Returnto TOC
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Chart 1. Current and Future General Activity Indexes
January 2007 to July 2018
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Note: The diffusion index is computed as the percentage of respondents indicating an increase
minus the percentage indicating a decrease; the data are seasonally adjusted.

Source: https://iwww.philadelphiafed.org/research-and-data/regional-economy/business-outlook-survey/2018/bos0718?; 7/19/18 Returnto TOC
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Chart 2. Current Prices Paid and Prices Received Indexes
January 2007 to July 2018
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Note: The diffusion index is computed as the percentage of respondents indicating an increase
minus the percentage indicating a decrease; the data are seasonally adjusted.

June 2018 Manufacturing Business Outlook Survey
More Firms Report Price Increases

“The manufacturers continued to report higher prices for both purchased inputs and their own
manufactured goods. Price increases for purchased inputs were reported by 63 percent of the
manufacturers this month, up from 54 percent last month. The index has now risen 30 points since
January (see Chart 2). The current prices received index, reflecting the manufacturers’ own prices,
increased 3 points. Over 36 percent of the firms reported higher prices for their manufactured
goods this month.” — Mike Trebing, Senior Economic Analyst, The Federal Reserve Bank of
Philadelphia

Source: https:/iwww.philadelphiafed.org/research-and-data/regional-economy/business-outlook-survey/2018/bos0718?; 7/19/18
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June 2018 Manufacturing Business Outlook Survey

Fewer Firms Report Summer Slowdowns This Year

“In this month’s special questions (see Special Questions), firms were asked to assess the importance of
seasonal factors in production and whether these seasonal factors have changed in importance over time.
Most firms (61 percent) reported that seasonal factors were not significant; however, 36 percentindicated
that they were. The firms continued to reportthatthe most common pattern was increased production
duringthespringand fall and decreased activity in midsummer and during the winter months. Similarto
the patternreported last year, nearly 52 percent of the firms with seasonal patterns reported no difference
in seasonal effects, 26 percent saw seasonal patternsas less important,and only 8 percentindicated they
were moresignificant. The firms werealso asked about whether they were scheduling plant shutdowns or
production slowdowns during the summer monthsthis year. Over 19 percentindicated that such
slowdownswere scheduled this summer, down from 26 percentwhen the question was asked last year.

Six-Month Indicators Continue to Moderate

The diffusion index for future general activity decreased for the fourth consecutive month, falling from
34.8 inJuneto 29.0 this month (see Chart1). Over 42 percent of the firms expect increases in activity
over the next six months, while 13 percent expect declines. The future new orders index decreased 10
points, but the future shipments index was virtually unchanged. Morethan 60 percentofthe firms expect
priceincreases for purchased inputs over the next six months. Over 52 percentexpect higher prices for
their own manufactured goods. The futureemploymentindex decreased 7 pointsto areading of 27.5,
with almost 35 percent of the firms expecting to add workers over the next six months.

Summary

Responses to the July Manufacturing Business Outlook Survey indicate continued expansion for the
region’s manufacturing sector. The firms reported increases in new orders, butemployment growth was
less widespreadthan in June. Thefirms also continued to reporthigher prices for inputsand their own
manufactured goods. Lookingahead six months, the firms remain optimistic overall, butthe survey’s
future indicators continued to moderate.” — Mike Trebing, Senior Economic Analyst, The Federal Reserve
Bank of Philadelphia

Source: https://iwww.philadelphiafed.org/research-and-data/regional-economy/business-outlook-survey/2018/bos0618; 6/21/18
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The Federal Reserve Bank of
Philadelphia: GDPplus

FEDERAL RESEEVE BANK OF RESEARCH DEPARTMENT

GDPplus: An Alternative Measure of Real U.S. Output Growth

Last Updated: July 27, 2018
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The Federal Reserve Bank of
Philadelphia

June 2018 State Leading Indexes
(Expected 6-Month Change in State Coincident Indexes)
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“The Federal Reserve Bank of Philadelphiahas released the leading indexes for the 50 states for June
2018. Theindexes are a six-month forecast of the state coincident indexes (also released by the Bank).
Forty-six state coincident indexes are projected to grow over the next six months, and four are expectedto
decrease. For comparisonpurposes, the Philadelphia Fed has also developed a similar leading index for
its U.S. coincident index, which is projected to grow 1.4 percentover the next six months.” — Daniel
Mazone, Research Department, The Federal Reserve Bank of Philadelphia

Source:; https://www.philadelphiafed.org/-/media/research-and-data/reg ional-economy/index es/leading/2018/LeadingIndexes0618.pdf; 8/3/18 Returnto TOC
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The Federal Reserve Bank of Richmond
Fifth District Manufacturing Firms Saw Slowing Growth in July

“Fifth District manufacturing expanded at a slower pace in July, according to results of the
most recent survey from the Federal Reserve Bank of Richmond. The composite
manufacturing index fell from 21 in June to 20 in July, but it remained in solid expansionary
territory. This decrease resulted from a decrease in the employment and shipments indexes,
as the other component (new orders) held steady. Firms were optimistic in July, expecting to
see robust growth across most indicators in the coming months.

Manufacturing employment growth slowed in July, as the employment index fell from 23 in
June to 22 in July. Firms continued to struggle to find workers with the skills they needed
and expect this struggle to continue in the next six months.

Manufacturing firms reported that the gap between growth in prices paid and prices received
narrowed in July, although both increased. Respondents expect growth in prices received to

continue to accelerate in coming months but anticipate a slowing in growth of prices paid.” —
Jeannette Plamp, Economic Analyst, The Federal Reserve Bank of Richmond

Source: https:/iAwww.richmondfed.org/research/regional_economy/surveys_of business_conditions/manufacturing/2018/mfg_07_24 18; 7/24/18 Returnto TOC
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U.S. Economic Indicators
The Federal Reserve Bank of St. Louis

Summary of Economic Activity

“Economic conditions in the District have improved slightly since our previous report. Firms
reported modest increases in employment despite continued difficulties finding workers. \Wages
continued to increase modestly. Price pressures have increased modestly as freight costs have
increased across all sectors. Reports from consumer spending contacts remained mixed.
Manufacturers reported increases in productionand new orders. Residential real estate activity
improved modestly while construction activity picked up slightly. District bankers reported
increased lending activity as commercial and industrial loan growth continued to be robust.
Agriculture and natural resources conditions have been relatively unchanged since the previous
report.

Manufacturing

Manufacturing activity has increased at a moderate pace since our previous report. Overall
manufacturing activity was stronger than one month earlier in both Arkansas and Missouri, and the
pace of expansion increased in each. New orders and production also rose in both states. Several
companies that manufacture motor vehicles and motor vehicle parts reported plans to expand
facilitiesand increase production. Contacts in the paper packaging manufacturing industry
reported running at nearly full capacity. Similarly, contacts in the recycled metal industry noted
record volumes, and contacts in the mining equipment manufacturing industry reported
experiencing backlogs. On the other hand, a manufacturer of plastic products for appliances
indicated that sales were down. Several manufacturers noted increases in input prices, which they
linked to tariffs.” — The Federal Reserve Bank of St. Louis

Source: https://research.stlouisfed.org/publications/regional /beige-book; 7/12/18
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The Federal Reserve Bank of St. Louis
Employment and Wages

“Employment has increased modestly since the previous report. Several manufacturing companies,

including multiple steel producers, announced plans to expand and hire new employees.
Furthermore, survey-based employment indexes indicated modest increases in June manufacturing
employment across Missouri and Arkansas. To attract and retainemployees, firms reported
lowering hiring standards, offering more-generous non-wage benefits, and establishing training
programs through partnerships with local schools and non-profit organizations. Contacts noted

difficulties filling construction and trucking positions in particular. Wages have increased modestly

since the previous report. Contacts reported that the continued tight labor market has led to
increased wages in the services sector, particularly for entry-level positions. Retail and food-
service firms reported having to raise wages of existing employees to match the higher rates for
new employees. One trucking company offered the largest one-time pay increase in its history.
Wages paid by small business in the St. Louis metro area grew slightly.

Prices
Price pressures have increased modestly in general since the previous report. Local contacts
reported robust increases in shipping costs across all sectors due to higher fuel pricesand driver
shortages. Tariffsand trade restrictions have had a mixed effecton prices. U.S.-imposed tariffs
have raised the prices of steel and aluminum, increasing input costs for several business contacts.
Those contacts in construction lamented that rising prices pressured the industry before this tariff-
induced inflation of metal costs. In contrast, proposed tariffs by China have led to an overall
downturn in agricultural commodity prices, particularly the price of soybeans. These lower
agricultural commodity prices have been passed on to food retailers, who reported that lower food
prices have more than offset increased freight costs.” — The Federal Reserve Bank of St. Louis

Source: https://research.stlouisfed.org/publications/regional /beige-book; 7/12/18
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The Federal Reserve Bank of St. Louis

Consumer Spending

“Reports from general retailers, auto dealers, and hoteliers indicate mixed consumer spending
activity. Real sales tax collections modestly increased in Arkansas relative to a year ago, but
declined slightly in Missouri, Kentucky, and West Tennessee. The consumer outlook in West
Tennessee has improved since the first quarter, and households, on net, expect to increase spending
in the next few months relative to a year ago. Retailersin Tennessee indicated that year-to-date
sales have been above last year's levels and expect this trend to continue through the rest of the
year. In response to the recent Supreme Court ruling, internet-based retailers indicated that they
will likely "eat the cost" from collecting sales tax in the medium term. However, they expect to
pass the cost to consumers in the long run through the prices they charge for shipping and by
changing eligibility for free shipping. Reports from auto dealers were mixed: Memphis auto
dealersreported an increase in sales year over year, while dealers in Louisville and Little Rock
reported a decrease. Memphisand Little Rock auto dealers also indicated a shift in demand toward
SUVs and crossovers. Hoteliersin Little Rock and Memphis reported strong and stable demand,
and St. Louis hospitality contacts continued to express a positive outlook for the coming months.

Agriculture and Natural Resources

Agriculture conditions weakened slightly from the previous reporting period, but improved
slightly from the same time last year. The percentages of corn, cotton, and rice rated fair or
better in June declined slightly relative to the prior month, while that of soybeans increased
modestly. However, both the corn and soybeans percentages were higher than a year ago,
the cotton percentage was little changed, and the rice percentage was down slightly.
Estimated soybean acreage saw a substantial upward adjustment in Illinois relative to March
planting intentions but was revised downward in Missouri. Natural resource extraction
conditions were essentially unchanged from May to June, with seasonally adjusted coal
production up 0.1 percent. However, June production was 6 percent below prior-year
levels.” — The Federal Reserve Bank of St. Louis

Source: https:/iresearch.stlouisfed.org/publications/regional /beige-book; 7/12/18
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The Federal Reserve Bank of St. Louis

Real Estate and Construction

“Residential real estate activity has improved modestly since the previous report.
Seasonally adjusted home sales were slightly higher in April. Inventory levels remained
low, and contacts continued to report a shortage of homes in the market with newly listed
homes selling quickly.

Residential construction activity has improved slightly. Permit activity in May was flat
relative to the prior month. A contact in Louisville reported seeing a robust level of new
construction under way, and a contact in Little Rock noted that a healthy demand for single-
family homes has led to new prospective developments. St. Louis builders expect 2018
permits to exceed the total from last year.

Commercial real estate activity has been unchanged since the previous report. Contacts in
Little Rock reported that the market is generally healthy across most property types but were
apprehensive over how future interest rate increases may impact profits and cash flows.
Commercial construction activity was flat. Some contacts in Little Rock expressed concerns
that new hotel construction under way risks oversaturating the market. A Louisville contact
reported continued robust multifamily construction.” — The Federal Reserve Bank of St.
Louis

Source: https:/iresearch.stlouisfed.org/publications/regional /beige-book; 7/12/18
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The Federal Reserve Bank of San Francisco
FRBSF FedViews

“The economy continues to grow at a solid pace. GDP growth is expected to be particularly
strong in the second quarter, followed by slower growth in the second half of the year that is
still expected to be above itssustainable pace. Overall, 2018 should register growth of about
2.8%, followed by gradual slowing towards our estimated sustainable pace of just under 2% by
2020.

The strong economic performance has fueled continued firming in the U.S. labor market.
Nonfarm payroll employment rose by 213,000 jobs in June, exceeding expectations, and April
and May figures were revised upwards.

The strong payroll growth figures were accompanied by an upward tick in the unemployment
rate from 3.8% to 4.0%. This increase was in part driven by a rise in labor force participation
and was generally perceived as additional evidence of labor market strength.

Our forecast is for the unemployment rate to continue its long decline, falling further below our
current estimate of the natural rate, around 4.6%.

Inflation has moved up near the Federal Open Market Committee’s (FOMC’s) 2% target. With
continued tightening in labor markets and economic growth above its sustainable pace, we
expect the upward trend in inflation to continue and core inflation to modestly overshoot the
2% target over the medium term.

Interest rates have increased with ongoing policy normalization, and the majority of FOMC
participants in the June meeting forecast further gradual increases in the federal funds rate.
Policy rates remain accommodative and are still below estimates of the long-run “neutral”
federal funds rate of around 2.5%.” — Mark Spiegel, Vice President, The Federal Reserve Bank
of San Francisco

Source: https:/iwww.frbsf.org/economic-research/publications/fedviews/2018/july/july-12-2018/; 7/12/18
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The Federal Reserve Bank of San Francisco

FRBSF FedViews
A “The U.S. economy faces several potential global risks.
A First, ongoing policy normalization and higher interest rates in the United States have

contributed to an appreciation of the dollar, creating potential difficulties for foreign borrowers
with dollar-denominated debt obligations and local currency revenue. This has recently
resulted in a modest general selloff of emerging market assets and depreciation of emerging
market currencies.

A However, the extent of recent foreign currency depreciation also has reflected prevailing
domestic macroeconomic conditions in these countries. Countries that ran larger current
account deficitsin 2017 experienced relatively larger currency depreciations.

A Another source of global risk concerns recent events in the euro area, particularly those
associated with political developmentsin Italy. A new government coalitionformedin May
resulted in higher yields on long-term Italian sovereign debt.

A Subsequent statements confirming the government’s commitment to remaining in the euro area,
as well as changes in the new government cabinet, halted the deterioration in financial
conditions. Nevertheless, long-term Italian yields remain elevated relative to their German
counterparts. Notably, long-termyields of other euro-area “periphery” countries, such as
Spain, were relatively unaffected by the Italian developments.

A Finally, recent changes in U.S. trade policies and countervailing measures by our primary
trading partners also pose arisk for the outlook. On the U.S. side, these include tariffs imposed
on imports of steel and aluminum, as well as a range of other goods from China, and ongoing
negotiations with NAFTA partners Mexico and Canada. Foreign trading partners have
announced countervailing restrictions on U.S. exports.” — Mark Spiegel, Vice President, The
Federal Reserve Bank of San Francisco

Source: https:/iwww.frbsf.org/economic-research/publications/fedviews/2018/july/july-12-2018/; 7/12/18 Returnto TOC
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The Federal Reserve Bank of San Francisco
FRBSF FedViews

A “It is premature to assess the ultimate impact of recent trade policy developments on the U.S.
economy and its primary foreign trading partners. Most analysts have suggested that, although
some specific industries are likely to be substantively affected, the overall impact of policies
announced to date on the U.S. economy should be relatively contained.

A However, the minutes of the June FOMC meeting noted that meeting participants expressed
concerns about the potential for adverse effects of tariffs and other proposed trade restrictions,
both domestically and abroad, as well as the uncertainty surrounding future trade policy on
business sentiment and investment activity.” — Mark Spiegel, Vice President, The Federal
Reserve Bank of San Francisco

Source: https:/iwww.frbsf.org/economic-research/publications/fedviews/2018/july/july-12-2018/; 7/12/18 Returnto TOC
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Economy running above sustainable rate

Job growth remains strong
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Interest rates up but remain accommodative
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Monthly House Price Index for U.S.
Purchase-Only, Seasonally Adjusted Index, January 1991 - Present
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FHFA House Price Index
House Price Index Up 0.2 Percent in May 2018

“The FHFA House Price Index (HPI) reported a 0.2 percentincrease in U.S. house prices in May from the
previousmonth. From May 2017 to May 2018, house prices were up 6.4 percent. Forthenine census
divisions, seasonally adjusted monthly price changes from April 2018 to May 2018 ranged from -0.6
percent in the East North Central divisionto +1.5 percentin the East South Central division. The12-
month changes were all positive, ranging from +4.9 percent in the West South Central divisionto +9.1
percent in the Mountain division.” — Stefanie Johnson and Corinne Russell, FHFA

Source: https:/Awww.fhfa.gov/AboutUs/Reports/Pages/House-Price-Index-May-2018.aspx; 7/24/18
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Strong manufacturing growth maintained in July.
Prices charged rise at survey-record pace.

Canadian manufacturersrecorded robust rises in output, new orders and employment during July, thereby
signallinganother marked improvement in overall business conditionsacross the sector. However,the
latest survey also signalled a steep and accelerated rise in prices charged by manufacturing firms, which
was widely linked to the impact of U.S. trade tariffs on steel and aluminium. At the sametime, strong
demand for raw materialsand transportation bottlenecks led to a survey record lengthening of delivery
times from suppliers.” — Joanna Vickers, Corporate Communications, IHS Markit

“The manufacturing sector continued to perform strongly during July, with growth proving resilient
against a backdrop of intense supply chain pressures and escalating concernsabout global trade. Output
volumes expanded at the fastest pace for almost a year-and-a-half, supported by strong order booksand
successful efforts to rebuild production capacity in responseto rising client demand.

While domestic sales remained the main growth impetusin July, the latest survey indicated another solid
upturn in new exportorders. Delivery times for raw materials lengthened to the greatest extent for over
seven-and-a-halfyears, reflecting shortages of freight capacity and forward purchasing ahead of U.S.
tradetariffs. ...” — Christian Buhagiar, Presidentand CEO,SCMA

Source: https://www.markiteconomics.com/Survey/PressRelease.mvc/a6a33829d2a7465fa4162bbcaf24e019; 8/1/18 Returnto TOC
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Manufacturing PMI slips to
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The Caixin China General Manufacturing PMlI slipped to 50.8 in July from June. Thereading has not
been this low since November 2017. The sub-indexes for output and new orders bothfell, but remained in
expansionary territory, while the employment sub-index picked up despite remaining in contractionary
territory. New exportorders shrunkat the fastest pace since June 2016, indicating the export market
continued to deteriorate.

The sub-indexes for output charges and input prices both dropped, but remained in expansionary territory,
pointingto easingpressureon prices. Thesub-index for future outputedged up, reflecting that goods
producers were more optimistic that productionwould grow over the next 12 months.

The sub-index for stocks of finished items contracted at a steeper rate in July, while the sub-index for
stocks of purchased items started expanding again — a positive sign that companies had reduced their
stocks of finished products and replenished stocks of purchases. Thesub-index for suppliers’ delivery
times rose, even though it failed to make it into expansionary territory, which might imply an improved
capital turnover among manufacturers.

In general, the survey signaled a weakening manufacturing trend as a grim export market dragged on the
sector’s performance. Thepositive drivers were the increase in stocks of purchases and easing pressure
on capital turnover.” —Dr. Zhengsheng Zhong, Director of Macroeconomic Analysis, CEBM Group

Source: https://www.markiteconomics.com/Survey/PressRelease.mvc/2867afadebb0445a9b533764673f11lee; 8/1/18
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Eurozone Manufacturing growth remains subdued at start of quarter three

Sector datasignalled that business conditions improved across the consumer, intermediate and investment
goods sectors, with mild growth upticks signalled in the latter two. Similarto thetrend at theall-
manufacturing level, rates of expansionwere weaker than at the turnoftheyear in all three sub-industries.

A marginal uptickin the PMI provides little cause for cheer given it is the second weakest number for
more than one-and-a-half years. The pasttwo months have seen the most subdued spell of factory output
growth since late-2016. Worse may beto come. Even thisreduced rate of output growth continuedto
outpace order book growth, resulting in the smallest rise in order book backlogs for two years. The clear
implication is that manufacturers may have to adjust productiondown in coming months unlessdemand
revives.

Clues to the current softpatch lie in the export growth trend, which has deteriorated dramatically since the
startof the year across all member states to reach a near-two year low, with France and Austriaseeing
exportsfall into decline in July. The survey responses indicate that the slowdown likely reflects worries
abouttrade wars, tariffs and rising prices, as well as general uncertainty aboutthe economic outlook.
Optimism about the future remained at one of the lowest levels seen over the pasttwo years.” — Chris
Williamson, Chief Business Economist, Markit®

Source: https://news.ihsmarkit.com/press-release/economics-media/ihs-markit-eurozone-manufacturing-pmi-% E2%80%93-final-data; 8/1/18
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Eurozone manufacturing growth remains subdued at start of quarter three

Sector datasignalled that business conditions improved across the consumer, intermediate and investment
goods sectors, with mild growth upticks signalled in the latter two. Similarto thetrend at theall-
manufacturing level, rates of expansionwere weaker than at the turnofthe year in all three subindustries.

A marginal uptick in the PMI provides little cause for cheer given it is the second weakest number for
morethan one-and-a-halfyears. The pasttwo months have seen the most subdued spell of factory output
growth since late-2016. Worse may beto come. Even thisreduced rate of output growth continuedto
outpace order book growth, resulting in the smallest rise in order book backlogs for two years. The clear
implication is that manufacturers may have to adjust productiondown in coming months unlessdemand
revives.

Cluesto the current soft patch lie in the export growth trend, which has deteriorated dramatically since the
startofthe year across all member states to reach a near-two year low, with France and Austriaseeing
exportsfall into decline in July.

The survey responses indicate that the slowdown likely reflects worries about trade wars, tariffs and rising
prices, as well as general uncertainty about the economic outlook. Optimismabout the future remained at
one of the lowest levels seen over the past twoyears.”— Chris Williamson, Chief Business Economist,
Markit®

Source: https://www.markiteconomics.com/Survey/PressRelease.mvc/53abab3c3¢144d219f19fh2730231665; 8/1/18
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PMIrises amid faster output and new order growth

The German manufacturing sector regained growth momentum in July, with the headline PMI rising from
June’s 18-month low. Rates of output and new order growth accelerated from recent lows in June,
althoughincreases did not recover to the respective paces seen at the start of the year. Consequently, the
rate of job creation remained steep and purchasingactivity rose at a faster pace.

The beginning of the second half of the year brought a faster rise in manufacturing growthamong German
manufacturers. Followingadip in overall performance in June, the upturnin outputandnew orders
strengthened. Thatsaid, theincrease in productioncontinuedto outpace that of new ordersas firms
expanded their effortsto clear backlogs. Althoughslightly weaker thanJune, employment growth
continued to grow sharply, with greater production requirements a key factor behind sustained job
creation. Panellists also reported stronger optimismtowards future outputgrowth, the mostrobust since
April.

Concerns wereraised however, with some respondents noting uncertainty surrounding tariffs and further
marked rises in input costsas risks to future growth. Inturn,pressure on supply chains remained
significant as firms continued to comment on bottlenecks at suppliers.” — Sian Jones, Economist,
IHSMarkit®

Source: https://www.markiteconomics.com/Survey/Press Release.mvc/186ef 1ae5 6eb4566b 0e3ff7c26b710ce; 7/1/18
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Global Manufacturing growth slows at start of third quarter

The slowdown reflected weaker growth in the consumer and investment goods industries. PMI readings
for these subsectors fell to 13-and ten-month lows respectively, as rates of expansion eased for both
production and new orders. Theintermediate goods sector PMI ticked up to a three-month high, with its
output and new business components signalling stronger increases compared to June. ...

Global manufacturing production and new orders both continued to increase in July, albeit at the weakest

rates since September 2016. Partofthe slowdown in new business growth reflected a subdued picture for
international trade flows. The pace of increase in new export orders eased to near-stagnation and wasthe
weakest during the current two-year sequence of expansion. New exportbusinessdeclined in the US,

China, France, Russia, Indonesia, Brazil, and Austria. Asolid increasewas signalled (on average) for the
eurozone manufacturing sector.

Global manufacturingemployment increased for the twenty-third month running in July. Amongthe
largest industrial nations, staffing levels were raised in the euro area, the US and Japan, butreduced in

China. Meanwhile, price pressures continued to ease, with rates of inflation slowing for both output
charges and inputprices.

July PMI data signaled a further slowdown in the rates of expansion of both outputand new orders. The
manufacturing upturn has lost sizeable momentumsince the start of the year. However, withfinal demand
growth having firmed in recent months and signs thatan inventory drag is nearing an end, we think output
gains will strengthen in coming months.” — David Hensley, Global Economist, J.P. Morgan

Source: https:/iwww.markiteconomics.com/Survey/PressRelease.mvc/3c106b8d981246c9815f07 ad6e5f6b48; 8/1/18 N 119C
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JP Morgan
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Global service sector growth eases in July

Output rose across the business, consumer and financial services sectors in July. Rates of
expansion improved in the latter two, but slowed to a four-month low at business service
providers. Slower trends in new order growth were evident across all three sectors.

The upturn also remained broad-based by country, with output rising across all of the
national service economies covered by the July survey. Slower rates of expansion were also
seen in the majority of nations, with only Russia, India and Brazil managing to buck that
trend. ... .

“The July PMI data signalled that global service sector output growth slowed at the start of
the third quarter, following a tandem weakening in the pace of expansion of incoming new
orders. There was some positive news on the margins front, however, as input cost inflation
slowed at a time when output charges are rising at a series-record pace.” — David Hensley,
Global Economist, J.P. Morgan

Source: https:/iAwww.markiteconomics.com/Public/Home/PressRelease/5dd2242211554de99b0feeebOce63b73; 8/3/18 Retumto TOC
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Global economic growth eases to four-month low in July
The rate of global economic expansion eased to a four month low at the start of the third quarter.
Output growth eased in the manufacturing and service sectors, as both experienced concurrent
weakening in the pace of increase of new order intakes. The slowdown filtered through to business
confidence, which dipped to a 20-month low in July.

Output expanded across the six sub-industries covered by the survey. Growth accelerations were
signalled in the consumer services, financial services and intermediate goods sectors, whereas
weaker increases were seen in the business services, consumer goods and investment goods
categories. Evidence of slowdown was more widespread in relation to the trend in new orders.
Although new work intakes rose across all six sectors, only intermediate goods producers
registered an improved pace of growth. ... .

The July PMI data suggest that the rate of global economic expansion slowed to a four-month low,
with rates of increase losing traction in both the manufacturing and service sectors. Although
growth of new order intakes slowed at the start of the third quarter, an expected firming of final
demand in the coming months combined with the inventory-drag in manufacturing nearing its end
should hopefully provide a platform for global GDP growth to revive later in the year.” — David

Hensley, Global Economist, J.P. Morgan
Source: https:/iwww.markiteconomics.com/Public/Home/PressRelease/63082760067 e4a39aed90e4216eelfd0; 8/3/18

Returnto TOC



Private Indicators: Global

IHS Markit/CIPS UK Manufacturing PMI Markit/CIPS UK

IHS Markit / CIPS Manufacturing PMI® (50 = no change) .

b Manufacturing PMI™
60w ™ L “The seasonally adjusted IHS Markit/CIPS

55 —mmmmmmmmmeem R T 7 W o S

A 4. TN A4 ] ST Purchasing Managers’ Index® (PMI®) fell to a
o N 1] ) three-month low of 54.0 in July, down from 54.3
40 e N ¥ S ) in Juneand well below the highs achieved around
. W i theturn ofthe year. Thatsaid,the PMIremains
20 SourcedHS Markit comfortably above its long-run average of 51.8.

2000 2002 2004 20086 2008 2010 2012 2014 2016 2018

50 =

Manufacturing sector remains subdued at end of second quarter

The softer growth patch of the UK manufacturing sector continued at the start of the third quarter. July
saw slower rates of expansionin both output and new orders, as weaker growth of new work from
domestic sources offset a stronger increase in new exportorders. Price pressures alsoremained elevated
asastrongincrease in average inputcosts led to the steepestrise in selling prices since February.

UK manufacturing started the third quarter on a softer footing, with rates of expansion in outputand new
orders losingsteam. Theupturnin the sector has eased noticeably since the back-end 0f2017, meaning
that manufacturing has failed to provide any meaningful boost to headline GDP growth through the year -
so-far.

The July survey dataalso showsthat the performance of the sector is becoming more uneven, with solid
output growth in the investmentgoods industry being largely offset by intermediate goods production
contracting for the first time in two years. As theintermediate goods sector supplies other manufacturers,
taken alongside weaker growth of total new ordersand a drop in business confidence to a 21 -month low,
this all suggests industry is unlikely to exit this soft patch in the near future.

“The prices pictureremained mixed in July. Cost inflation eased, whereas sellingprices rose at the
quickest pacein five months. The financial markets still seem to have an interest rate increase nailed on
for August. However, ifthe combination of weaker growth and a softening of pipeline cost pressures at
manufacturers is mirrored in the larger service sector, the Bank of England’s decision will be far from
unanimousand they may even yet find some cause for pause.” — Rob Dobson, Director & Senior
Economist, IHS Markit

Source: https:/iAwww.markiteconomics.com/Survey/PressRelease.mvc/dc253d06a70d48ef8a7d8a545def0584; 6/2/18
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American Institute of Architects (AIA)
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June Architecture Billings Index
Billings grow at modestly slower pace

“Architecture firm billings increased for the ninth consecutive month in June. Although the ABIscore of
51.3 indicates that fewer firms reported an increase in billings than in May, which had a score of 52.8,
billings still remain strong overall (any score over 50 indicates billings growth). Inaddition, the value of
new design contracts at firms strongly increased for the second monthina row, and firms continuedto
reportrobust backlogs of 6.3 months for the second consecutive quarter. This remainsthe strongestthat
backlogs have been since the recession. Architectscontinueto see increases in demand for their services
this summer, with new project work comingin at a healthy pace.” — The American Institute of Architects

Source: https://iwww.aia.org/pages/204671-abi-june-2018-billings-grow-at-modestly-slo/; 7/25/18
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Regional

Business conditions remain strongest at
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the West and Midwest
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“However, business conditions are beginning to vary across the country. While essentially
remaining flat in the Northeast and Midwest, billings jumped in the South while dropping in the
West. Regionally, architecture firm billings were more variable in June. Billings have declined
modestly for the last three months at firms located in the Midwest, and have also dropped at firms
located in the West. Only firms located in the South have seen consistently strong billings

throughout the year so far.” — The American Institute of Architects

Source: https://iwww.aia.org/pages/204671-abi-june-2018-billings-grow-at-modestly-slo/; 7/25/18
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“The pace of growth slowed modestly at firms with an institutional specialization in June but
still remains generally strong, as firms with this specialization have not reported declining
billings for more than a year and a half.” — The American Institute of Architects

Source: https://iwww.aia.org/pages/204671-abi-june-2018-billings-grow-at-modestly-slo/; 7/25/18 Returnto TOC
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Dodge Data & Analytics
June Construction Starts Jump 11 Percent

Nonresidential Building Soars, Lifted by Large Manufacturing and Office Projects

“New construction starts in June climbed 11% to a seasonally adjusted annual rate of $896.3
billion, according to Dodge Data & Analytics. June’s data raised the Dodge Index to 190
(2000=100), compared to an upwardly revised 170 for May. The increase marked the
second double-digit gain in a row, following the 15% hike that was reported for May.

Boosting activity in June was a sharp 57% advance for nonresidential building, which
benefitted from the start of two massive manufacturing plant projects and two massive office
building projects. The two large manufacturing projects were a $6.5 billion uranium
processing facility in Oak Ridge TN and a $1.7 billion petrochemical plant in Port Arthur
TX, while the two large office projects were the $1.8 billion Spiral office tower in New York
NY and a $665 million office tower in Chicago IL. Residential buildingin June grew 4%,
helped by growth for multifamily housing. The nonbuilding construction sector (public
works and electric utilities) retreated 28% in June, pulling back after the sharp 37% increase
reported in May that reflected the start of several large natural gas pipelines and rail-related
projects. Through the first six months of 2018, total construction starts on an unadjusted
basis were $395.7 billion, up 1% from the same period a year ago. If the volatile electric
utility/gas plant category is excluded, total construction starts during the first six months of
2018 would be up 3% relative to last year..” — Benjamin Gorelick, Spector & Associates

Source: https://www.construction.com/news/june-construction-starts-jump-11-percent-july-2018; 7/25/18 Returnto TOC
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Dodge Data & Analytics

“The monthly pattern for construction starts will often reflect the presence or absence of very large
projects, and after May received a lift from unusually large projects, it was even more true in June.
Following the lackluster activity in April, the strength shown during May and June enabled the
second quarter average for total construction starts to be up 3% from the first quarter, which itself
was up 2% from the final three months of 2017. On that basis, one can say that the expansion for
construction starts continued at a modest pace during the first half of 2018. At the same time, it’s
not expected that July will get the same support from large projects that took place in June.

Several features of the first half of 2018 stand out, as shown by the construction start statistics.
Nonresidential building so far this year has seen gains for manufacturing buildings, educational
facilities, and amusement-related facilities, while office building starts have stayed close to last
year’s pace. However, transportation terminal starts have not proceeded at the same robust volume
that occurred in early 2017, and store construction has weakened further. Residential buildingis
seeing surprising resilience from multifamily housing, even as apartment vacancy rates have
moved up gradually. The public works sector is showing widespread increases this year,
outweighing a slightly slower (yet still strong) pace for new pipeline projects comparedto a year
ago. The electric utility/gas plant category continues to decline, exerting a downward pull on total
construction starts in similarity to what occurred during 2016 and 2017. Although the construction
industry is facing increased headwinds during 2018, namely higher material prices and rising
Interest rates, these have yet to have a discernible negative impact on the broad level of
constructionstarts. On the plus side, the construction industry is benefitting currently from the
tailwinds of a strong economy, some easing of bank lending standards, and greater funding for
federal public works programs as the result of the omnibus appropriations legislation passed in
March.” — Robert A. Murray, Chief Economist, Dodge Data & Analytics

Source: https://www.construction.com/news/june-construction-starts-jump-11-percent-july-2018; 7/25/18
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Dodge Data & Analytics

“Residential building in June was $323.0 billion (annual rate), up 4%. Multifamily housing grew
9% in June, advancing for the second month in a row after weak activity in April. There were
seven projects valued each at $100 million or more that were reported as construction startsin
June, comparedto six such projectsin May. The large June projects included the $213 million
Aston Martin multifamily tower in Miami FL, the $195 million multifamily portion of the $260
million Essex Crossing mixed-use building in New York NY, and the $186 million multifamily
portion of a $215 million mixed-use tower in Boston MA. Through the first half of 2018, the top
five metropolitan areas ranked by the dollar amount of multifamily starts were — New York NY,
Miami FL, Washington DC, Boston MA, and Seattle WA. Metropolitan areas ranked 6 through 10
were — San Francisco CA, Los Angeles CA, Dallas-Ft. Worth TX, Philadelphia PA, and Atlanta
GA. The top ten multifamily metropolitanareas in the first half of 2018 showed a fairly balanced
mix of gains and declines relative to last year, with six showing gains (includinga 22% increase for
New York NY), while four showed declines. In contrast, the full year 2017 showed declines for
seven of the top ten metropolitanareas. Single family housingin June grew 2%, and during the
first half of 2018 essentially hovered around the improved level of activity that was reported at the
end of 2017. By region, the first half of 2018 showed this performance for single family housing
compared to last year — the West, up 11%; the South Atlantic, up 5%; the South Central, up 4%; the
Northeast, up 2%; and the Midwest, up 1%.

The 1% increase for total construction starts on an unadjusted basis for the first six months of 2018
compared to last year was due to a mixed performance by major sector. Nonresidential building
year-to-date dropped 3%, due to this pattern by segment — commercial building down 8%,
institutional building down 6%, and manufacturing building up 49%. Residential building year
to-daterose 6%, with multifamily housing up 8% and single family housing up 5%. Nonbuilding
construction year-to-date was essentially even with last year, with public works up 9% and electric
utilities/gas plants down 48%. By major region, total construction starts during the first six months
of 2018 showed this behavior — the South Central, up 10%; the South Atlantic, up 4%; the
Northeast, down 1%; the Midwest, down 3%; and the West, down 4%.”— Robert A. Murray, Chief
Economist, Dodge Data & Analytics

Source: https://www.construction.com/news/June-construction-starts-climb-15-percent-june-2018; 6/20/18
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June 2018 Construction Starts
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June 2018 Construction Starts

Monthly Summary of Construction Starts
Prepared by Dodge Data & Analytics

Monthly Construction Starts

Seasonally Adjusted Annual Rates, in Millions of Dollarg

June 2018
Nonresidential Building $402273
Residential Building 323,013
Nonbuilding Construction 171,034
Total Construction $896,320

May 2018
$256,962

311,678
236.011
$804.651

% Change
+57

+4
.28
+11

The Dodge Index
Year 2000=100, Seasonally Adjusted

June 2018 ......190
May 2018 .......170

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

6 Mos. 2018 6 Mos. 2017

Nonresidential Building $136,770 $140,793

Residential Building 166,212 156,547

Nonbuilding Construction 92755 93.079

Total Construction $395,737 $390,419
Total Construction, excluding

electric utilities/gas plants $387,997 $375,492

% Change
3
+6
0-

+1

+3

Source: https://www.construction.com/news/June-construction-starts-climb-15-percent-june-2018; 6/20/18
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Chicago Business Barometer™ MNI Chicago
MNI Chicago Business
. Barometer Rises to 65.5 in July

“The MNI Chicago Business Barometer
roseto a six-month high of65.5 in June, up
1.4 points from 64.1 in June. Businesses’
operations rose at a swifter pacein July,
with activity up for the fourth straight
month. All but one of the Barometer
componentsrose on the month, with only
Supplier Deliveries losing ground, leaving
J: 008 2010 2011 2013 2014 2016 2018 the Barometer up 10.1%onthe year.

New Orders, Production Bolstered as Prices Paid Hits 10-Year High

Like the headline index, both New Orders and Production recorded six-month highs in July, traditionally a
busy month for firms coinciding with the summer holiday season. Bothindicators sit comfortably above
the neutral-50 mark, up 8.0% and 10.6% on the year respectively, and continue to signal robust demand.

Alongsidea further pickup in demand growth, firms’level of unfinished orders continued to grow. The
Order Backlogs indicator cappeda third straightrise by hittinga nine-month high, with some firms
reportinga demand hangover from June while others blamed inefficiencies in productionand a lack of
employees. Lead times on key materials remained significantly elevated, despite easing marginally in
July, and continue to impair firms’ productive capacity. Consistent with the longer wait times, stock
levels of principal items eased in July, down to an 18-month low. ...

The MNI Chicago Business Barometer started the third quarter in bullish form, with business activity
supported by robustdemandand output. Both, likethe headline index, registered 6-month highs and the
majority of firms expect demand to increase further over Q3. Inputprices continueto bea thorninthe
side of businesses, however, with the Prices Paid indicator at the highest in a decade and continuing to
signal pipeline inflation.” — Jamie Satchi, Economist, MNI Indicators

Source: https://www.ism-chicago.org/index.cfm; 7/31/18
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The Conference Board Leading Economic Index ® (LEI)
for the U.S. Increased in June

The Conference Board Leading Economic IndeX (LEI) for the U.S. increased 0.5 percent in
June to 109.8 (2016 = 100), following no change in May, and a 0.4 percentincrease in April.

U.S. Composite Economic Indexes (2016 = 100)

The Conference Board Leading Economic Index® (LEI) for the U.S. Increased in June
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“The U.S. LEI increased in June, pointing to
continuing solid growth in the U.S. economy.
The widespread growth in leading indicators,
with the exception of housing permits which
declined once again, does not suggest any
considerable growth slowdown in the short-
term.” — Ataman Ozyildirim, Director of
Business Cycles and Growth Research, The
Conference Board

Indicators Point to Continuing Economic Growth

“The Conference Board Coincident Economic Inde%(CEl) for the U.S. increased 0.3 percent
in June to 103.9 (2016 = 100), following a 0.1 percentincrease in May, and a 0.2 percent increase
in April.
The Conference Board Lagging Economic Ind€% (LAG) for the U.S. increased 0.3 percent in
June to 105.4 (2016 = 100), followinga 0.5 percent increase in May and a 0.4 percent increase in
April.” — The Conference Board

Source: https://www.conference-board.org/data/bcicountry.cfm; 7/19/18
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o Number of Total Online Job Ads
No. of Ads (Thousands) U.S. Seasonally Adjusted Data

6,000

5,000

Source: The Conference Board

<

The Conference Board Help Wanted OnLine® (HWOL)

Online Job Ads Increased 170,800 in July

A “Increases widespread across virtually all Statesand MSAs
A Most occupations showed gains over the month

Online advertised vacancies increased 170,800to0 4,651,500 in July, accordingto The Conference Board
Help WantedOnLine® (HWOL) Data Seriesreleased today. The June Supply/Demand rate stands at
1.46 unemployed for each advertised vacancy, with a total of 2.1 million more unemployed workersthan
the number of advertised vacancies. The number of unemployed was approximately 6.6 million in June.

The Professional occupational category saw changes in Healthcare practitioners (23.9), Management
(22.1),and Business (18.5). The Services/Production occupational category saw changes in Sales (28.2),
Transportation (23.3), and Food prep (16.3).” — Carol Courter, The Conference Board

Source: https://www.conference-board .org/data/helpwantedonline.cfm; 8/1/18
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Equipment Leasing and Finance Association
Equipment Leasing and Finance Industry Confidence Eases in July

“The Equipment Leasing & Finance Foundation(the Foundation) releases the July

2018 Monthly Confidence Index for the Equipment Finance Industry (MCI-EFI). Designed to
collect leadership data, the index reports a 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 market is 62.8 in July,
easing from the June index of 66.2.”” — Anneliese DeDiemar, Author, Equipment Leasing & Finance
Association

“Customers continue to digest the changes related to tax reform to determine how best to finance
capital investment. Some customers are delaying capital investment until they better understand
the impacts related to tariffs.” — Michael Romanowski, President, Farm Credit Leasing Services
Corporation

“Businesses continue to invest in equipment and financing those purchases. The manic nature of
the stock markets and our government leadership seems to be having minimal impact on the
decisions of our small business customers. It will be an interesting second half of the year as we
observe expansion trends among our customers.” — Valerie Hayes Jester, President, Brandywine
Capital Associates

“Demand for new and used equipment remains strong so applications are up, and we are seeing
some better quality so approvals are up, too. All of this is growing our originations.” — David T.
Schaefer, CEO, Mintaka Financial, LLC

“Times are good in the U.S. There are no pending problems that can have a significant economic
effect.” — Harry Kaplun, President, Specialty Finance, Frost Bank

Source: https://www.elfaonline.org/news/press-room/press-releases/details/2018/07/19/equipment-leasing-and-finan ce-industry-confidence-eases-in-july; 7/19/18 Returnto TOC
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Equipment Leasing and Finance Association

June 2018 Survey Results:

“The overall MCI-EFI is 62.8 in July, a decrease from 66.2 in June.

A

When asked to assess their business conditions over the next four months, 19.4% of
executives responding said they believe business conditions will improve over the next
four months, a decrease from 33.3% in June. 77.4% of respondents believe business
conditions will remain the same over the next four months, an increase from 63.6% the
previous month. 3.2% believe business conditions will worsen, relatively unchanged
from 3.0% who believed so the previous month.

19.4% of survey respondents believe demand for leases and loans to fund capital
expenditures (capex) will increase over the next four months, a decrease from 24.2% in
June. 77.4% believe demand will “remain the same” during the same four-month time
period, an increase from 75.8% the previous month. 3.2% believe demand will decline,
up from none who believed so in June.

16.1% of the respondents expect more access to capital to fund equipment acquisitions
over the next four months, up from 15.2% in June. 83.9% of executives indicate they
expect the “same” access to capital to fund business, a decrease from 84.9% last month.
None expect “less” access to capital, unchanged from last month.” — Anneliese
DeDiemar, Author, Equipment Leasing & Finance Association

Source: https://www.elfaonline.org/news/press-room/press-releases/details/2018/07/19/equipment-leasing-and-finan ce-industry-confidence-eases-in-july; 7/19/18
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Equipment Leasing and Finance Association

June 2018 Survey Results:

A “When asked, 45.2% of the executives report they expect to hire more employees over
the next four months, a decrease from 57.6% in June. 51.6% expect no change in
headcount over the next four months, an increase from 42.4% last month. 3.2% expect
to hire fewer employees, an increase from none in June.

A 41.9% of the leadership evaluate the current U.S. economy as “excellent,” up from
39.4% last month. 58.1% of the leadership evaluate the current U.S. economy as “fair,”
down from 60.6% in June. None evaluate it as “poor,” unchanged from last month.

A 12.9% of the survey respondents believe that U.S. economic conditions will get “better”
over the next six months, a decrease from 24.2% in June. 77.4% of survey respondents
indicate they believe the U.S. economy will “stay the same” over the next six months, an
increase from 69.7% the previous month. 9.7% believe economic conditions in the U.S.
will worsen over the next six months, an increase from 6.1% in June.

A InJuly, 45.2% of respondents indicate they believe their company will increase spending
on business development activities during the next six months, an increase from 42.4%
in June. 54.8% believe there will be “no change” in business development spending, a
decrease from 57.6% the previous month. None believe there will be a decrease in
spending, unchanged from last month.” — Anneliese DeDiemar, Author, EQuipment
Leasing & Finance Association

Source: https://www.elfaonline.org/news/press-room/press-releases/details/2018/07/19/equipment-leasing-and-finan ce-industry-confidence-eases-in-july; 7/19/18
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Equipment Leasing and Finance Association
Monthly Leasing and Finance Index: June 2018

June New Business Volume Down 7 Percent Year-over-year,
Up 18 Percent Month-to-Month, Up 4 Percent Year-to-date

“TheEqui pment Leasing an ELFA)IMonhlyteasingand Bimanceat i on’ s
Index (MLFI -25), which reports economic activity from 25 companies representing a cross

section of the $1 trillion equipment finance sector, showed their overall new business volume for

June was $9.1 billion, down 7 percent year-over-year from new business volume in June 2017.

Volume was up 18 percent month-to-month from $7.7 billionin May. Year to date, cumulative new

business volume was up 4 percent compared to 2017.

Receivables over 30 days were 1.40 percent, down from 1.60 percent the previous month and up
from 1.30 percent the same period in 2017. Charge-offswere 0.33 percent, up from 0.31 percent
the previous month, and down from 0.38 percent in the year-earlier period.

Credit approvals totaled 75.8 percentin June, down from 76.8 percentin May. Total headcount for
equipment finance companies was down 0.2 percent year over year. During 2017, headcount was
elevated due to acquisition activity atan MLFI reporting company.

Separately, the Equipment Leasing & Finance Foundation’s Monthly Confidence Index (MCI-EFI)
in July is 62.8, easing from the June index of 66.2.” — Amy \ogt, Vice President, Communications
and Marketing, ELFA

Source: https:/iwww .elfaonline.org/data/mlfi-25-month ly-leasing-and-finance- index/view-mlfi/monthly-leasing-and-finance-index-june-2018; 7/25/18 Returnto TOC
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Equipment Leasing and Finance Association
Monthly Leasing & Finance Index: June 2018

June New Business Volume Down 7 Percent Year-over-year,
Up 18 Percent Month-to-Month, Up 4 Percent Year-to-date

“Most sectors of the equipment finance industry are performing well, as the economy’s
underlying fundamentals continue to hold up in the face of slowly rising interest rates. A
strong corporate earnings season and continued strength in the labor markets create a
positive environment for capex spending. Hopefully, potential disruption in the global
supply chain created by frictions with our trading partners does not upend this positive
scenario.” — Ralph Petta, President and CEO, ELFA

“The overall equipment financing industry activity has been strong during the first six
months of 2018. In the technology sector, customers continue to shift their buying behaviors
toward pay-per-use models, cloud-based models and bundled solutions that may include
hardware, software and services. As a result, we expect captive finance companies to grow
in importance as a strategic underpinning for business and economic growth throughout the
remainder of the year.” — Kris Snow, President, Cisco Capital

Source: https:/iwww .elfaonline.org/data/mlfi-25-month ly-leasing-and-finance- index/view-mlfi/monthly-leasing-and-finance-index-june-2018; 7/25/18 Returnto TOC
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MLFI-25 New Business Volume

(Year-Over-Year Comparison)
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July 2018 Manufacturing ISM® Report On Business®
July PMI® at 58.1%

New Orders, Production, and Employment Growing
Supplier Deliveries Slowing at Slower Rate; Backlog Growing
Raw Materials Inventories Growing; Customers’ Inventories Too Low

Prices Increasing at Slower Rate; Exports and Imports Growing

“Economic activity in the manufacturing sectorexpanded in June, and the overall economygrew
for the 111th consecutive month, say the nation's supply executives in the latest Manufacturing
ISM® Report On Business The July PMI® registered 58.1 percent, a decrease of 2.1 percentage
points from the June reading of 60.2 percent.

The New Orders Index registered 60.2 percent, a decrease of 3.3 percentage points from the June
reading of 63.5 percent.

The Production Index registered 58.5 percent, a 3.8 percentage point decrease compared to the June
reading of 62.3 percent.

The Employment Index registered 56.5 percent, an increase of 0.5 percentage point from the June
reading of 56 percent.

The Supplier Deliveries Index registered 62.1 percent,a 6.1 percentage point decrease from the
June reading of 68.2 percent.

The Inventories Index registered 53.3 percent, an increase of 2.5 percentage points from the June
reading of 50.8 percent.

The Prices Index registered 73.2 percent in July, a 3.6 percentage point decrease from the June
reading of 76.8 percent, indicating higher raw materials prices for the 29th consecutive month.” —
Timothy R. Fiore, CPSM, CPSD, Chair of the ISM® Manufacturing Business Survey Committee

Source: https://www.instituteforsupplymanagement.org/l SMReport/MfgROB.cfm; 8/1/18
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June 2018 ManufacturingISM® Report On Business®
June PMI® at 60.2%

“Comments from the panel reflect continued expanding business strength. Demand remains
strong, with the New Orders Index at 60 percent or above for the 15th straight month, and
the Customers’ Inventories Index remaining low. The Backlog of Orders Index continued to
expand, but at lower levels. Production and employment continues to expand in spite of
labor and material shortages. Inputs — expressed as supplier deliveries, inventories and
imports — had expansion increases, due primarily to negative supply chain issues, but at
easing levels compared to the prior month. Lead-time extensions, steel and aluminum
disruptions, supplier labor issues, and transportation difficulties continue. Export orders
expanded, but at lower levels. Price pressure remains strong, but the index softened for the
second straight month. Demand remains robust, but the nation’s employment resources and
supply chains continue to struggle. Respondents are again overwhelmingly concerned about
how tariff-related activity, including reciprocal tariffs, will continue to affect their business.”
— Timothy R. Fiore, CPSM, CPSD, Chair of the ISM® Manufacturing Business Survey
Committee

Source: https://www.instituteforsupplymanagement.org/ISMReport/MfgROB.cfm; 8/1/18 Return to TOC



July 2018 Non-Manufacturing ISM®
Report On Business®

July PMI® at 55.7%

Business Activity Index at 56.5%; New Orders Index at 57.0%;
Employment Index at 56.1%

“Economic activity in the non-manufacturing sector grew in July for the 102nd
consecutive month, say the nation’s purchasing and supply executives in the latest Non-
Manufacturing ISM ® Report On Busines$.

The NMI® registered 55.7 percent, which is 3.4 percentage points lower than the June
reading of 59.1 percent. This represents continued growth in the non-manufacturing sector
at a slower rate.

There was a notable decrease in the Business Activity Index, which fell to 56.5 percent, 7.4
percentage points lower than the June reading of 63.9 percent. The July figure still reflects
growth for the 108th consecutive month, at a slower rate.

The New Orders Index registered 57 percent, 6.2 percentage points lower than the reading of
63.2 percent in June.

The Employment Index increased 2.5 percentage points in July to 56.1 percent from the June
reading of 53.6 percent.

The Prices Index increased by 2.7 percentage points from the June reading of 60.7 percent to
63.4 percent, indicating that prices increased in July for the 29th consecutive month.

According to the NMI®, 16 non-manufacturing industries reported growth. There has been a
‘cooling off” in growth for the non-manufacturing sector. Tariffs and deliveries are an
ongoing concern. The majority of respondents remain positive about business conditions
and the economy.” — Timothy R. Fiore, CPSM, CPSD, Chair of the ISM® Manufacturing
Business Survey Committee

Source: https://www.instituteforsupplymanagement.org/I SMReport/NonMfgROB.cfm?navitemNumber=30168; 8/3/18 Returnto TOC
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PMI dips to five-month low in July

U.S. manufacturing firms signalled a strong improvement in operating conditions in July, despite the
headline PMI falling to a five-month low. Weaker rises in outputand employment were seen in July,
while exportsales fell for the second monthina row. Meanwhile, companies reported the greatest
deteriorationin vendor performance since the series began and a faster rate of input cost inflation. That
said, business confidence remained strongly positive, and was supported by hopes of further increasesin
overall new orders.

The US manufacturing sector continued to expand in July, but shows increasing signs of struggling
against headwinds of supply shortages, rising prices and deteriorating exports. The latest survey showed
output rising at a rate roughly equivalent to an annualised 1% pace of expansion, which is the weakest
since late last year. While a weakening of new exportorders for a second successive month suggested
foreign demand has waned compared to earlier in the year, the slowdown can be also in partattributed to
increased difficulties in sourcing sufficient quantities of inputs. Suppliers’ delivery delays were more
widespreadthanat any timein the survey’s history. With producers often scrambling to buy enoughraw
materials, suppliersenjoyed greater pricingpower. Notsurprisingly, with tariffsalso kicking in, cost
pressures spiked higher again.

Some relief for manufacturers came from strong domestic demand, which meant firms were increasingly
able to pass higher costs on to customers. Average prices charged for goods consequently rose at the
steepestrate for seven years, which is likely to feed through to higher consumer prices in coming
months.” — Chris Williamson, Chief Economist, Markit®

Source: https://www.markiteconomics.com/Survey/PressRelease.mvc/299dafdf200744529bc0bd5207415971; 8/1/18 ReuMISHEs
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Service sector business activity (seasonally adjusted) Markit U.S Services PMI™

i e R “The seasonally adjusted final IHS Markit U.S.
Services Business Activity Indexegistered 56.0 in
July, down from 56.5in June. Therisein outputwas
steep overall, despite softening to the weakest since
April. Wherean increase in business activity was
reported, panellists linked this to favourable demand
conditions and more robust client demand. Although
— therate of growth eased from recent peaks, it

011 2012 2013 2014 2015 2016 2017 20 remained one of the fastest in the last three years.

Source: IHS Markit

Service sector business activity growth remains sharp,
but prices charged rise at fastest rate in almost four years

July survey datasignalled a further robust increase in business activity across the U.S. service sector.
Althoughthe latest upturneased to a three-month low, it was sharp nonetheless and one of the fastest in
the last threeyears. Similarly,therate of new business growth softened to the weakest in six months, but
remained steep overall. Backlogs contracted for the first time since April 2017, as strong employment
growth reduced pressure on capacity. Meanwhile, output charge inflation accelerated on the back of
strongdemandand higher input costs. ... .

US service providers experienced strong growth conditions at the start of the third quarter, with business
activity risingat only a slightly softer pace than in June. Strong domestic demand helped to support
another improvementin new order levels and a solid expansion of payroll numbersin July. However,
business expectations acrossthe service economy edged down to a six-month low. Survey respondents
cited concerns about rising costs and trade frictions, alongside difficulties sustaining the tempo of new
business growth seen in the second quarter of2018.

Rising operating expenses continued to place pressure on margins in the service economy, partly
reflecting higher wages and fuel bills in July. There were signs that higher input costs have started to shift

through to consumers, as service providers recorded the fastest increase in their average prices charged
since September 2014.” — Chris Williamson, Chief Economist, Markit®

Source: https://www.markiteconomics.com/Public/Home/PressRelease/c469a225498c40bch40ec692a82a540f; 8/3/18 AR VOie
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HIS Markit U.S. PMI and Manufacturing™

Official data confirm solid second quarter for US manufacturing,
but outlook clouded by tariff and price worries

“Official data confirmed the survey data signal that US manufacturing output growth picked up in
the second quarter, but the survey data indicate that the growth trend appears to be softening as we
head into the third quarter. Worries about the impact of tariffsand higher prices were meanwhile
reported as the most common threats to the business outlook.

According to the Fed's latest estimates of manufacturing production, output rose 0.5% in the three
months to June compared to the prior three months. That was up slightly from 0.4% in the three
months to March, meaning growth accelerated slightly between the firstand second quarters,
adding to signs that the economy has picked up momentum.

This respectable second quarter performance had already been indicated accurately by the IHS
Markit PMI survey. We use a simple model based on a regression using the PMI survey's output
index as the sole explanatory variable of the official growth rate (note that we don't use the
headline PMI in our model, as this composite index includes variables such as employment and
new orders). This model showed that the average PMI output index reading of 55.7 in the second
quarter was historically consistent with output rising by just over 0.5%.

By comparison, a similar regression-based model for the ISM survey output index produces an
estimated second quarter rise of 1.0% (after a 1.4% increase in the first quarter), once again
highlighting how ISM survey data appear to have been overstating manufacturing growth in recent
years.” — Chris Williamson, Chief Economist, Markit®

Source: https://ihsmarkit.com/research-analysis/official-data-confirm-solid-second-quarter-for-us-manufacturing-19-07-18.html; 7/19/18 Returnto TOC
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Softer underlying trend

“However, there are signs from the survey that growth may be weakening. The June output index
reading of 54.6 represented the weakest monthly increase in production since last November, and
indicates that the quarterly growth rate slowed to just under 0.3% in June alone.

Although new orders continued to grow at a faster rate than output, the June inflow of orders was
also the lowest since last November, hinting at slowing demand growth. Export orders slipped into
decline for the firsttime in nearly a year.

Firms worried by tariffs and prices

Companies' expectations have improved relative to other countries, but trade war and price worries
are widespread, with one-in-four companies seeing tariffs and rising raw material prices as key
threats.

The PMI's sister tri-annual Business Outlook Survey, which tracks sentiment from PMI survey
respondents about the year ahead, showed that US manufacturers were unusual in becoming more
upbeat about the year ahead in June compared to the prior survey, conducted back in February.

The net balance of manufacturing companies expecting business activity to rise over the coming
year minus those expecting a decline rose from 28% back in February to 32% in June. However,
this is down from 38% last October, suggesting companies are less upbeat than they were late last
year.

The waning of optimism relative to last year has been in part due to the survey also recording
increased worries about the adverse effect of tariffs, in conjunction with growing concerns about
rising prices. Of the 320 companies that responded to a question asking about which key threats
faced their business over the coming year, 16% of firmsexplicitly cited tariffsas a concern in June,
with a further 17% reporting worries relating to the impact of rising input costs or raw material
prices, often in turn linked to tariffs and trade wars.” — Chris Williamson, Chief Economist,
Markit®

Source: https://ihsmarkit.com/research-analysis/official-data-confirm-solid-second-quarter-for-us-manufacturing-19-07-18.html; 7/19/18
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Key threats to manufacturers over next 12 months
% of survey respondent responding to future threats question

Higher Prices | 17 %
Tariffs | 6%
Supply Shortages | 129
Other NN 7%
Competiticn |G 52
Economy _ 3%

Labour Shortages [ 3%

Sources: IHS Markit Global Business Qutlook survey, June 2018

Source: https://ihsmarkit.com/research-analysis/official-data-confirm-solid-second-quarter-for-us-manufacturing-19-07-18.html; 7/19/18 Returnto TOC
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Softer underlying trend

“Supply shortages, reflecting a recent record lengthening of supplier delivery timesin the monthly
PMI survey, were cited by 12% of companies that responded to the future threats question.

Tariff, price and supply worries in fact far exceeded all other areas of concern. The threat of
business being stymied by a weakening of the economy or low demand was cited by just 3% of
manufacturers, suggesting companies remain upbeat about the underlying health of the economy,
with a similarly low proportion citing competition as a key threat.

Perhaps surprisingly for an economy with historically low unemployment, labour shortages were
seen as a threat to business growth by only 3% of manufacturers.

By comparison, the February 2018 Outlook survey saw just 1% of companies report that tariffs and
trade wars represented a threat to their business, and only 7% saw a threat from rising input costs.
Material shortages as a threat were only cited by 4%.

Few beneficiaries of tariffs

When asked about key opportunities facing their companies in the year ahead, just 4 of the 320
companies reporting a possible threat to future business activity in the June Business Outlook
Survey (around 1%), explicitly reported that they expected tariffs or trade wars to benefit their
company. By far the most common opportunity reported by companieswas the expected benefits
associated with investing in the expansion of their business, in terms of building-out new capacity,
launching new products and boosting sales and marketing expenditure.” — Chris Williamson, Chief
Economist, Markit®

Source: https://ihsmarkit.com/research-analysis/official-data-confirm-solid-second-quarter-for-us-manufacturing-19-07-18.html; 7/19/18
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National Association of Credit Management —
Credit Managers’ Index

July 2018’s CMI Forecasts Negative Outlooks in Long Term

“There have been lots of troublesome rumblings as far as the performance of the economy is
concerned. One can already see people shaking their heads and mumbling about the ways of
the economist — always finding the dark cloud behind the silver lining. What could be
wrong with an economy that is sporting the fastest quarterly growth seen in four years (4.1%
in Q2), the lowest rates of unemployment in years (between 3.8% and 4%) and a dramatic
expansion of exports?

Looking at this month’s Credit Managers’ Index (CMI), there are several areas that seem less
than encouraging. The combined score slipped a bit from 56.3 to 55.5 — still well into the
mid-50s and the expansion zone (anything above 50), but with a score lower than it has been
the last two months. The index of favorable factors dropped, but it remained thoroughly
within expansion territory at 63.1 after hitting 64.9 the month prior and 65.7 the month
before that. The index of unfavorable factors stayed close to what it had been previously —
50.5 after a reading of 50.6 in both May and June. As always, the story is in the details.

The sales category fell from its unusually high level of 69.6 to a reading of 63.9, the lowest
since January. Kuehl noted the impact of the tax cuts may have started to fade, but these
numbers are thoroughly in the 60s and still solid. The new credit applications category
improved over last month with a mark of 61.2 compared to 60.5. This is quite a bit less than
was notched the month before in May when it hit 63.8. The always mercurial dollar
collections number dropped by quite a bit, but still stayed in the 60s as it went from 63.2 to
61, while the amount of credit extended stayed close to what it has been for the last few
months at 66.1. It was at 66.2 in June and 66.8 in May.” — Adam Fusco, Associate Editor,
NACM

Source: http://web.nacm.org/CMI/PDF/CMIcurrent.pdf; 7/31/18 Returnto TOC
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National Association of Credit Management -
Credit Managers’ Index

July 2018’s CMI Forecasts Negative Outlooks in Long Term

“It seems that credit managers are seeing some of these warning signs and are not as
impressed with these good news reports. In fact, some of the issues can be read in those
same reports. Much of what drove the fast growth in Q2 came from higher export levels,
which took place as buyers of soybeans and other agriculture products rushed to get their
orders filled before tariffs took effect. Sales will now start to fall like a rock.

The fear now is that some of the factors that had been keeping the economy functioning
reasonably well are starting to fade. Inflation threats are becoming very real with the recent
rise of wages to accompany the rise in commodity prices. If there are further hikes due to
the tariff and trade wars, the inflation threat becomes imminent and serious and very difficult
to walk back from.

The sector that seemed to get the biggest boost from the tax cuts was manufacturing as many
of the small- and medium-sized companies struggling to emerge from the recession were
finally able to purchase the machines they had needed for years. The larger companies
spent more of that windfall on stock buybacks and internal activity, but the mid-market stuff
has been taking off. The problem that lies ahead is that this same group will feel the impact
of the trade wars and tariff battles through the end of this year and into next. This has been a
volatile number all year, but has recently calmed down quite a bit as it seems that fewer of
the manufacturers are having cash flow issues.” — Dr. Chris Kuehl, Economist, NACM

Source: http://web.nacm.org/CMI/PDF/CMIcurrent.pdf; 7/31/18 Returnto TOC
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National Association of Credit Management -
Credit Managers’ Index

July 2018’s CMI Forecasts Negative Outlooks in Long Term

“Manufacturing has been on a roll for the bulk of the year. That has been obvious by
looking at the favorable factors and their persistent positioning in the 60s. What is
worrisome is that there are still lots of sagging readings in the nonfavorable sectors. If
companies are still struggling to get out of a rut this long into a robust recovery, what will
they look like when there are issues later with a slowing economy ?

July 2018 versus July 2017

The month-to-month curve has been pretty flat — basically a good thing given the fact that
the favorable factors have been in the 60s consistently and the nonfavorables have been
clinging to the bottom of what would be termed expansion territory.” — Dr. Chris Kuehl,
Economist, NACM

Source: http://web.nacm.org/CMI/PDF/CMIcurrent.pdf; 7/31/18
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Combined Manufacturing and Jul | Aug | Sep | Oct | Nov | Dec | Jan | Feb | Mar | Apr | May | Jun | Jul
Service Sectors (seasonally adjusted) 17 | A7 | '17 | 17 | '17 | '17 | '18 | '18 | '18 | '18 | "18 | '18 | '18
Sales 62.8 | 62.2 | 67.3 | 66.8 | 68.3 | 59.2 | 63.0 [ 66.8 | 64.1 [ 65.8 | 69.6 | 69.6 | 63.9
New credit applications 59.7 | 61.2 | 60.5 | 62.8 | 63.7 | 57.3 | 59.8 | 63.3 | 62.7 | 62.2 | 63.8 | 60.5 | 61.2
Dollar collections 60.2 | 58.9 | 60.0 | 60.2 | 63.1 | 59.1 | 58.7 [ 62.9 | 59.6 | 46.7 | 62.5 | 63.2 | 61.0
Amount of credit extended 64.1 | 66.7 | 66.3 | 65.5 | 67.8 | 61.8 | 64.3 [ 66.4 | 66.2 | 66.1 | 66.8 | 66.2 | 66.1
Index of favorable factors 61.7 | 62.2 | 63.5 | 63.8 | 65.7 | 59.4 | 61.4 | 64.9 | 63.2 | 60.2 | 65.7 | 64.9 | 63.1
Rejections of credit applications 519|522 525|518 524 514|518 |515|53.3 (510|513 |512 |525
Accounts placed for collection 489 | 48.7 | 50.3 | 49.5 | 50.5 | 49.8 | 51.7 | 49.8 | 50.4 | 48.7 | 49.0 | 51.3 | 49.9
Disputes 48.8 [ 49.1 | 51.7 |47.6 | 48.3 | 49.7 | 49.6 | 49.6 | 47.7 | 48.0 | 48.1 | 48.3 | 47.7
Dollar amount beyond terms 48.3 (474 | 504 |47.3 | 475 (493 | 470 1499 (47.2 | 46.4 | 49.4 | 49.2 | 47.4
Dollar amount of customer deductions 48.1 | 49.2 [ 49.8 | 48.7 | 489 | 49.7 | 49.7 | 49.1 | 49.8 | 48.4 | 49.7 | 481 | 47.9
Filings for bankruptcies 53.6 | 55.3 | 56.2 | 55.3 | 55.1 | 55.0 | 55.2 [ 55.4 | 55.2 [ 53.8 | 56.4 | 55.7 | 57.4
Index of unfavorable factors 49.9 | 50.3 | 51.8 | 50.0 | 50.4 | 50.8 | 50.8 | 50.9 | 50.6 | 49.4 | 50.6 | 50.6 | 50.5
NACM Combined CMI 54.6 | 55.1 | 56.5 | 55.5 | 56.6 | 54.2 | 55.1 | 56.5 | 55.6 | 53.7 | 56.6 | 56.3 | 55.5

Source: http://web.nacm.org/CMI/PDF/CMIcurrent.pdf; 7/31/18
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July 2018 Report:
Small Business Optimism Index Maintains at 107.9 ” .
Based on 10 survey indicators, seasonally adjusted, Jan. '00 - Jul.'18 A net elght percent Of all owners
110 (seasonally adjusted) reported higher
- nominal sales in the past three months

compared to the prior three months.

July is the eighth consecutive strong

= month of reported sales gains after

70 years of low or negative numbers. A
% ” % 7 " ” * net 35 percent of owners expect better

business conditions, ticking up two

“NFIB NFIB.com/sboi BSLSHCNITES

Small Business Optimism Index Nears Survey High in July

Index Value (1986=100)
0
o

The Small Business Optimism Index marked its second highest level in the survey’s 45-year
history at 107.9, rising to within 0.1 point of the July 1983 record-high of 108. The July 2018
report also set new records in terms of owners reporting job creation plans and those with job
openings. A seasonally-adjusted net 23 percent are planning to create new jobs, up three points
from June. Thirty-seven percent of all owners reported job openings they could not fill in the
current period, a one-point increase from June.

A The percent of owners citing the availability of qualified workers as their number one
business problem landed one point below the record high.

Reports of compensation increases remained strong.

Capital spending maintained a respectable pace but did not display the exuberance of its
fellow indicators, although spending plans did post a gain.

Plans to add to inventory holdings were strong as strong sales continue to deplete stocks.
Profits continued to perform, and more firms raised prices, something that is easier when
demand is strong.” — Holly Wade, NFIB

Source: http://www.nfib.com/surveys/small-business-economic-trends; 8/14/18
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“Small business owners are leading this economy and expressing optimism rivaling the
highest levels in history. Expansion continues to be a priority for small businesses who
show no signs of slowing as they anticipate more sales and better business conditions.” —
Juanita Duggan, President and CEO, NFIB

“Small business owners have never been so optimistic for so long, helping to power the
second longest expansion in history. Despite challenges in finding qualified workers to fill a
record number of job openings, they’re taking advantage of this economy and pursuing
growth.” —William C. Dunkelberg, Chief Economist, NFIB

“Fifty-nine percent reported hiring or trying to hire (down four points), but 52 percent (88
percent of those hiring or trying to hire) reported few or no qualified applicants for the
positions they were trying to fill. Twenty-three percent of owners cited the difficulty of
finding qualified workers as their single most important business problem (up two points),
one point below the 45-year record high.

Although some panned any celebration of the 4.1 percent second quarter GDP growth, small
business owners beg to disagree. At least in the small business sector of the economy, Main
Street’s performance over the last 21 months is unprecedented based on reports for the past
45 years by hundreds of thousands of NFIB’s member firms. Owners have never been so
optimistic for so long. This has translated to improved employment and investment spending
that buoys GDP growth, even at the end of what will be the longest expansion in modern
history.” — Holly Wade, NFIB

Source: http://www.nfib.com/surveys/small-business-economic-trends; 8/14/18
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The Paychex | IHS Markit

Small Business Employment Watch
Jobs and Wage Growth Slow in July

A “The Small Business Jobs Index decreased 0.06 percent in July to 99.34

T

At $26.70, hourly earnings growth slowed to 2.42 percent YOY ($0.63)

A Employment growth remains strongest in the South; the West remains the best region for
wage growth

A Arizona and Phoenix rank first in both jobs and wage growth among states and metros,
respectively

A Manufacturing shows positive YOY employment gains; Leisure and Hospitality ranks
first among industries in wage growth.

The Small Business Jobs Index slipped slightly again in July, to 99.34. It has been on a
steady downtrend for the past 18 months, falling 1.43 percent during that time, while large
employers have expanded payrolls.” — James Diffley, Chief Regional Economist, IHS Markit

“We continue to see declining wage growth, which 1s unexpected in such a tight labor
market. We recently surveyed business owners to look into this further. Of those who don’t
plan to raise wages this year, the majority (65 percent) indicated they’re not making enough
profit to do so, others are choosing to invest in other aspects of their business (28 percent).”
— Martin Mucci, President and CEO, Paychex

Source: https://www.paychex.com/employment-watch/; 7/31/18 Retumnto TOC
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The Paychex | IHS Markit Small Business Employment Watch
Jobs and Wage Growth Slow in July

“The Paychex | IHS Markit Small Business Employment Watch for July shows slight
declines in the rates of small business jobs and wage growth. At 99.34 in July, the Small
Business Jobs Index is down 0.63 percent year-over-year. Hourly earnings growth stands at
2.42 percent, up $0.63 from a year ago. Since last July, hourly earnings growth has slowed
0.54 percent.” — James Diffley, Chief Regional Economist, IHS Markit

Source: https://www.paychex.com/employment-watch/; 7/31/18 Returnto TOC
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July Jobs Index 3-Month National Trend

99.34

May Jung July

7/2018:
* 99.34
The Paychex | THS Small Business Jobs Index
National Jobs Index

A “The national index continued its slow decline, down 0.19 percent during the past quarter
and 0.63 percent during the past year.

A Reflecting tightening labor markets, the 12-month change in the index has been negative
since March 2017.” — James Diffley, Chief Regional Economist, IHS Markit

Source: https://www.paychex.com/employment-watch/; 7/31/18 A0 1101
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Midwest 99.60 -0.26%

Northeast 98.85 -0.77%
South 99.36 -0.79%
West 9832 -0.54%

Note: Percentages displayed in the regional heat map reflkeeddth changes.

The Paychex | IHS Small Business Jobs Index

Regional Jobs Index
A “With an index below 99, the Northeast is the weakest region for small business
employment growth.

A The South has been the strongest region for more than two years, but its employment
growth has slowed the most year-over-year, 0.79 percent.”— James Diffley, Chief
Regional Economist, IHS Markit

Source: https://www.paychex.com/employment-watch/; 7/31/18 Returnto TOC
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“The S&P CoreLogic Case-Shiller U.S. National Home Price NSA Index, covering all nine
U.S. census divisions, reported a 6.4% annual gain in May, remaining the same as in the
previous month. The 10-City Composite annual increase came in at 6.1%, down from 6.4%
in the previous month. The 20-City Composite posted a 6.5% year-over-year gain, down
from 6.7% in the previous month.

Rise in Home Prices Remains Steady at 6.4%
According to S&P CoreLogic Case-Shiller Index

Home prices continue to rack up gains two to three times greater than the inflation rate. The
year-over-year increases in the S&P CorelLogic Case-Shiller National Index have topped 5%
every month since August 2016. Unlike the boom-bust period surrounding the financial
crisis, price gains are consistent across the 20 cities tracked in the release; currently, the
range of the largest to smallest price change is 10 percentage points compared to a 20
percentage pointrange since 2001, and a 25 percentage point range between 2006 and 2009.
Not only are prices rising consistently, they are doing so across the country.

Continuing price increases appear to be affecting other housing statistics. Sales of existing
single family homes — the market covered by the S&P CoreLogic Case-Shiller Indices —
peaked last November and have declined for three months in a row. The number of pending
home sales is drifting lower as is the number of existing homes for sale. Sales of new homes
are also down and housing starts are flattening. Affordability —a measure based on income,
mortgage rates and home prices — has gotten consistently worse over the last 18 months. All
these indicators suggest that the combination of rising home prices and rising mortgage rates
are beginning to affect the housing market.” — David Blitzer, Managing Director and Chairman
of the Index Committee, S&P Dow Jones Indices

Source: https://www.spice-indices.com/idpfiles/spice-assets/resources/public/documents/749151 cshomeprice-release-0731.pdf; 7/31/18 Returnto TOC
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S&P/Case-Shiller Home Price Indices
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“Before seasonal adjustment, the National Index posted a month-over-month gain of 1.1% in May. The 10-City and 20-
City Composites reported increases of 0.5% and 0.7%, respectively. After seasonal adjustment, the National Index
recorded a 0.4% month-over-month increase in May. The 10-City and 20-City Composites posted 0.1% and 0.2% month-
over-month increases, respectively. Nineteen of 20 cities reported increases in May before seasonal adjustment, while 16 of
20 cities reported increases after seasonal adjustment. The indices have a base value of 110 in July 2018; thus, for example,
a current index value of 150 translates to a 50% appreciation rate since June 1975 for a typical home located within the
subject market.” — S&P CoreLogic

Source: https://www.spice-indices.com/idpfiles/spice-assets/resources/public/documents/749151 cshomeprice-release-0731.pdf; 7/31/18
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Gen X rebounds as the only generation to recover
the wealth lost after the housing crash

“Few American homeowners were spared from the broad housing collapse a decade ago, but
Generation Xers were hit particularly hard. Newer to the housing market, more likely to be buying
at peak prices and taking on more mortgage debt to buy their homes, they lost more wealth than
other generations. But a new Pew Research Center analysis of Federal Reserve data finds that Gen
Xers are the only generation of households to recover the wealth they lost during the Great
Recession.

Wealth tends to rise most rapidly at younger ages before peaking once people reach their early 70s.
The more robust wealth recovery of Gen Xers compared with the older Boomer and Silent
generations fits this pattern. Wealth, or net worth — the difference between the value of a
household’s assets and debts — is an important dimension of household well-being because it is a

measure of a family’s “nest egg,” resources that can sustain members through job layoffs or
emergencies as well as provide income during retirement.

For many American households the bulk of their wealth is in their home, and this was especially
the case for households headed by Gen Xers (then ages 27 to 42) in 2007. About half of the assets
they owned were in the value of their primary residence, whereas households headed by a member
of the Baby Boom or Silent generation had a higher share of their money in financial assets such as
checking or retirementaccounts.” — Richard Fry, Senior Researcher; Pew Charitable Trust

Source: http://www.pewresearch.org/fact-tank/2018/07/23/gen-x-rebounds-as-th e-only-generation-to-re cover-the-weal th-lost-af ter-the-housing-crash/; 7/25/18
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Demographics

Gen X households are the only ones to
recover the wealth lost in the Great
Recession

Median household net worth in 2016 dollars
m 2016 2010 2007

I $12 300
Millennial 5 800
5 500

B o 00

Generation X £33 200
563,400

Baby Boomer F164 900
$224,100

Silent $230,800
$267,500
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The generations defined

Millennial generation
Born: 19381 to 1996
Age in 2016: 20to 35

Generation X
Born: 1965 to 1920
Ade in 2016: 36to0 51

Eaby Eocom generation
Born: 1946 to 1964
Age in 2016: 5210 70

Silent Generation
Born: 1928 to 1945
Ade in 2016: T1to 88

PEW RESEARCH CENTER
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Demographics

Gen X’s economic hard times

“The median net worth of Gen X households had declined 38% from 2007 ($63,400) to 2010
($39,200), while the typical wealth loss for Boomer and Silent households was not as steep
(26% and 14%, respectively). Millennials, who were beginning to form households

and accumulate wealth (the oldest was only 26 in 2007), were hit hard by the Great
Recession in terms of employment and earnings, but not in terms of wealth destruction, as
they had little wealth to lose. (The Great Recession began in December 2007 and ended in
June 2009.)

During the downturn, Gen X homeowners experienced the largest decline in home equity,
the difference between what the primary residence is worth and all the debts secured by the
home. The median home equity of Gen X homeowners fell 43% from 2007 ($66,000) to
2010 ($37,600). Boomer and Silent homeowners had smaller declines in median home
equity (28% and 15%, respectively).

Stock prices also plunged after 2007, and most households (Millennials being the exception)
had declines in financial holdings. The median value of the financial assets owned by Gen
X households fell 20% from 2007 to 2010. Typical Boomer and Silent households had
modestly larger declines in their financial assets.” — Richard Fry, Senior Researcher; Pew
Charitable Trust

Source: http://www.pewresearch.org/fact-tank/2018/07/23/gen-x-rebounds-as-th e-only-generation-to-re cover-the-weal th-lost-af ter-the-housing-crash/; 7/25/18
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Demographics

Bouncing back

“But while the economic downturn had a disproportionately negative impact on Gen Xers,
their fortunes have rebounded more than those of other generations during the post-recession
economic expansion and as home and stock prices have risen. Since 2010, the median net
worth of Gen X households has risen 115%. In fact, in 2016, the most recent year with
available data, the net worth of a typical Gen X household had surpassed what it was in 2007
($84,200 vs. $63,400). As of 2016, the median wealth of households headed by Boomers
and the Silent Generation remains below 2007 levels, though their household wealth still
exceeds that of Gen X.

The full wealth recovery of households headed by Gen Xers stems from several factors.

First, they are the only generation to have recovered the home equity they lost in the
downturn. The typical home equity level of Gen X homeowners has doubled since 2010,
though this was not achieved without considerable borrower distress. According to Federal
Reserve data, 15% of Gen X’s homeowners were “underwater” on their homes in 2010
(meaning they owed more than they owned). By 2016 only 3% were underwater. This
improvement is due to lenders foreclosing on homeowners as well as appreciating home
values and mortgage modifications. Still, reducing the ranks of homeowners with negative
equity in their homes boosts wealth.” — Richard Fry, Senior Researcher; Pew Charitable
Trust

Source: http://www.pewresearch.org/fact-tank/2018/07/23/gen-x-rebounds-as-th e-only-generation-to-re cover-the-weal th-lost-af ter-the-housing-crash/; 7/25/18
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Demographics

Fewer Gen X homeowners are “underwater” ...
% of homeowners who owe more on their
home than it is worth
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Typical Gen X homeowner has more home equity than before the housing collapse

... and their median home equity has doubled
since 2010

Median home equity in 2016 dollars

I 4,000

Millennial 0 21,000
N/A

I 575,000
GenX | $37,600

566,000

I 120,000

Boomer . 100,600
139,000

I, 150,000

Silert [ 156,200
162,100

Maote: Home equity is the value of the primary residence minus debts secured by the home (such as mortgages and home
equity lines of credit). The value is based on the respondent’s report. There were an insufficient number of Millennial

Source: Pew Research Center analysis of Survey of Consumer Finances public-use data.
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Demographics

Bouncing back

“Gen X households also experienced a stronger recovery in financial assets than Boomer and
Silent households. The median financial assets of Gen X households nearly doubled from
2010 ($11,300)to 2016 ($21,600). In comparison, Boomer and Silent households’ financial
assets are at a level similar to before the Great Recession..

In addition, unlike their older counterparts, Gen Xers are still of prime working age. Higher
household income tends to boost wealth because it enables families to save and add to
wealth. Gen X’s ability to rebuild its wealth may reflect its relatively robust household
income growth since 2010. The median adjusted household income of Gen X households
increased more than 20% and, at $73,200 in 2016, surpassed that of other generations. The
oldest Gen Xer was 51 as of 2016, meaning that Gen X workers are still approaching

their peak earning years. The number of Gen Xers in the labor force has remained stable
since 2008, whereas the Boomer and Silent labor force has shrunk through retirements and
deaths.

Through first-hand experience Gen Xers learned the painful consequences of economic
contractions. At least in terms of wealth, they are now better positioned to weather the next
one.” — Richard Fry, Senior Researcher; Pew Charitable Trust

Source: http://www.pewresearch.org/fact-tank/2018/07/23/gen-x-rebounds-as-th e-only-generation-to-re cover-the-weal th-lost-af ter-the-housing-crash/; 7/25/18
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Gen X households had the largest
recovery in household income, fostering

wealth gains
Median household income, in 2016 dollars and scaled fo

reflect a three-person household

$84 900
$73,200
$67.100
$71,900
$57.800
ME{'G
Silent
$50,800
536,500
2007 2010 2013 2016
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Demographics

State Population Growth Varied Widely Over Past Decade
Population growth rate, 2007-17
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8 States—Most in Almost 30 Years—Lost Population Over Past Year
Percentage change in state population, 2016-17
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Demographics

s POPULATION GROWTH HAS BEEN SKEWED TO URBAN

FIGURE 10.4 Change in Population by Age, 2005-2015
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Demographics

Consumer& Product

Community Setting |nsii?ghts

A downtown/uptown place that is really
urban—Iots of action, and you can walk
to everything

4%

A suburban area with an urban feel—in the
suburbs, but surrounded by shopping, 49%
entertainment, and lots of activities

A suburban location with a focus on family

activities—Ilots of kids! 16%

A community or a large lots in an open rural

area—plenty of space and views 20%

A simple suburban location without lots of
frills
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Consumer& Product

Shoppers who want a surban location Insii?ghts
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47%

Young Mature Single Young Young Family Mature Empty  Active
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Economics

United States Economic Forecast
2nd Quarter 2018

Introduction: Why be normal?

“NORMALCY . The word wasn’t invented by President Warren G. Harding, as some
people claim.! But it caught on in a country anxious to settle down after the chaos of the
Great War. Today, everybody is anxious to finally move on from the experience of the
financial crisis and the subsequent slow recovery, and to see the economy return to normal.
But that creates a question: What is normal?

The Fed is wrestling with this question as it watches the unemployment rate sink lower and
lower with wages hardly budging and little indication of the labor market reaching
equilibrium.? Just how low is a “normal” unemployment rate? Fed officials have offered
steadily falling answers to that question. In March 2014, more than half of Federal Open
Market Committee (FOMC) participants expected the long-run level for the unemployment
rate to stay between 5.2 and 6.0 percent.® Four years later, FOMC projections saw most
participants forecasting the long-run rate to hover between 4.2 and 4.8 percent.*

Financial markets are struggling to determine what normal interest rates should be. If
normalwas the world before the Great Recession, the 10-year Treasury yield should be
about 130 basis points above the Fed funds rate, since that was the average from 1985 to
2007.5 In fact, economists in the Wall Street Journal Survey are forecasting a much lower
spread. Is this a new normal?” — Dr. Daniel Bachman, Senior Manager, and Rumki
Majumdar, Manager and Economist; Deloitte Services LP

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18
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United States Economic Forecast
2nd Quarter 2018

Introduction: Why be normal?

“Builders, real estate agents, and home buyers are struggling to understand what a normal
housing market looks like. How many new houses can the country absorb? How difficult is
it to get a mortgage (and should it be so hard)? Do younger people really prefer living in
dense urban areas, or is that just a result of their difficulties in finding affordable single-
family houses and financing for those houses?

The current tax and fiscal policy further complicates forecasting a return to normal.
Congress passed a significant fiscal stimulus that will partially reverse by 2020, creating a
potential drag on growth in that year and the next.5 Is normal the economy under the
stimulus, after the stimulus goes away ... or some theoretical idea that will always remain
out of reach?

Our Deloitte forecast does, despite these lingering questions, assume that the economy will
move toward normal, which we define as consistent with past historical behavior. Though
our scenarios explore some of the implications of different definitions of normal, the past
remains the best source of knowledge about what the economy might be like in the future.
It’s always a good idea to be skeptical that “this time is different.” — Dr. Daniel Bachman,
Senior Manager, and Rumki Majumdar, Manager and Economist; Deloitte Services LP

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18
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United States Economic Forecast
2nd Quarter 2018

Scenarios

“Our scenarios are designed to demonstrate the different paths down which the
administration’s policies and congressional action might take the American economy.
Foreign risks have not dissipated, and we’ve incorporated them into the scenarios. But for
now, we view the greatest uncertainty in the US economy to be that generated within the
nation’s borders.

The baseline (55 percent probability):Consumer spending continues to grow. A pickup in
foreign growth helps to tamp down the dollar and increase demand for US exports, adding to
demand. Fiscal stimulus from the tax cut bill and the budget agreement pushes growth up to
close to 3.0 percent in 2018 and above 2.5 percent in 2019. With the economy near full
employment, the faster GDP growth creates inflationary pressures. The Fed responds with
an aggressive interest-rate policy, and long-term rates rise quickly as alternative assets
(abroad) become more appealing. A small increase in trade restrictions adds to business
costs in the medium term, but this is offset by lower regulatory costs. As the impact of
stimulus fades and the economy feels the effect of higher interest rates, growth slows below
potential in 2020 and ’21.” — Dr. Daniel Bachman, Senior Manager, and Rumki Majumdar,
Manager and Economist; Deloitte Services LP

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18
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United States Economic Forecast
2nd Quarter 2018

Scenarios

“Recession (15 percent)Dubious policy and financial market decisions in the United
States, Europe, and China trigger a global financial crisis. The Fed and the European
Central Bank act to ease conditions, and the financial system recovers relatively rapidly.
GDP falls in the fourth quarter of 2018 and first two quarters of 2019, and then recovers.

Slower growth (20 percent) Business tax cuts induce little investment spending, while
households save their tax cuts. Meanwhile, the administration places significant restrictions
on US imports, raising costs and disrupting supply chains. Businesses hold back on
investments to restructure their supply chains because of uncertainty about future policy.
The higher spending authorization from the budget bill translates only slowly into additional
federal outlays, reducing the budget bill’s impact on the economy. GDP growth falls to less
than 1.5 percent over the forecast period, while the unemployment rate rises to about 6.0
percent.” — Dr. Daniel Bachman, Senior Manager, and Rumki Majumdar, Manager and
Economist; Deloitte Services LP

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18 ReturnTOC
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Figure 1. Real GDP growth
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United States Economic Forecast
2nd Quarter 2018

Scenarios

“Productivity bonanza (10 percent) Technological advances in manufacturing begin to
lower corporate costs, as deregulation improves business confidence. Improved
infrastructure boosts demand in the short run and, in the long run, capacity and the
productivity of private capital. The economy grows 3.5 percent in 2018 and 2019, and
growth stays above 2.0 percent between 2020 and 2022, while inflation remains subdued.” —
Dr. Daniel Bachman, Senior Manager, and Rumki Majumdar, Manager and Economist;
Deloitte Services LP

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18 ReturnTOC
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United States Economic Forecast
Sectors: Consumer Spending

“The household sector has provided an underpinning of steady growth for the US economy over
the past few years. Even while business investment was weak, exports faced substantial
headwinds, and housing stalled, consumer spending grew steadily. But that’s unsurprising, since
job growth has been quite strong. Even with relatively low wage growth, those jobs have helped
put money in consumers’ pockets, enabling households to continue to increase their spending. The
continued steady (if modest) growth in house prices has helped, too, since houses are most
households’ main form of wealth.

For all the daily speculation about how political developments might affect consumer choices when
it comes to spending decisions, political noise seems to be just that — in the background — to
consumers who seem focused on their own situations. As long as job growth holds up and house
prices keep rising, consumer spending should remain strong. And the tax cut, while modest for
most consumers, will likely bolster their confidence that they can safely spend, notwithstanding a
dipin 2018 Q1.7 More importantly, the tax bill’s fiscal stimulus may tighten the job market even
further. If wages begin to rise, consumer spending is likely to get a further boost.

The medium term presentsa different picture. Many American consumers spent the 1990s and
’00s trying to maintain spending even as incomes stagnated. But now they are wiser (and older,
which is another challenge, as many baby boomers face imminent retirementwith inadequate
savings®). That may constrainspending and require higher savings in the future. That could be a
shock, since a key feature of the current consumer boom is a decline in the savings rate (froman
average of 6.1 percentin 2015 to just 2.6 percent at the end of 2017, although the savings rate
ticked up in 2018 Q1).” — Dr. Daniel Bachman, Senior Manager, and Rumki Majumdar, Manager
and Economist; Deloitte Services LP

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18
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Figure 2. Consumer spending growth
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Sources: Historical data: Bureau of Economic Analysis, sourced from Haver
Analytics. Forecasts: Deloitte, using the Oxford Global Economic Model. Deloitte Insights | deloitte.com/insights

United States Economic Forecast
Sectors: Consumer Spending

“Although American households seem to face fewer obstacles in their pursuit of the “good life”
than just a few years ago, growing income inequality poses a significant challenge for the sector’s
long-run health. For instance, low unemployment hasn’t alleviated many people’s economic
insecurity: Four in 10 adults would be able to cover an unexpected $400 expense only by
borrowing money or selling something.® For more about inequality, see Income inequality in the
United States: What do we know and what does it me&nBDeloitte’s most recent examination of
the issue.” — Dr. Daniel Bachman, Senior Manager, and Rumki Majumdar, Manager and
Economist; Deloitte Services LP

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18
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United States Economic Forecast
Sectors: Housing

“Every year, thousands of young Americans abandon the nest and start their own households. But
more than usual stayed put after the recession: The number of households didn’t grow nearly
enough to account for all the newly minted young adults. We expect those young adults would
prefer to live on their own and create new households; as the economy continues to recover, they
will likely do exactly that — as previous generations have.

This should mean some positive fundamentals for housing construction in the short run. Since
2008, the United States has been building fewer new housing units than the population would
normally require; in fact, housing construction was hit so hard that the oversupply turned into an
undersupply. But the hole is shallower than one might think with several factors offsetting each
other. Household size has stabilized after falling for several years. If it starts falling again —
something to be expected as the population ages — the demand for housing would rise. The
vacancy rate is still a bit higher than the historical norm, so there is some room for demand to be
absorbed by filling vacant housing units.

Our best guess, based on a model of the housing market,* is that there is room for a short-term
boom in housing construction, to levels of perhaps 1.35 million units per year. A couple of years of
housing starts at this level would fill any pent-up demand, leaving only the need for perhaps 1.1
million units, the number we estimate would meet demand in the medium term. This means that
our forecast includesa small boom in the housing market, followed by several years of slowly
declining construction. For the economy as a whole, that is not a major problem — housing
remains a smaller share of GDP than it reached during the housing boom before the Great
Recession.” — Dr. Daniel Bachman, Senior Manager, and Rumki Majumdar, Manager and
Economist; Deloitte Services LP

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18 ReturnTOC
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Figure 3. Housing
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Sources: Historical data: Bureau of Economic Analysis, sourced from Haver
Analytics. Forecasts: Deloitte, using the Oxford Global Economic Model. Deloitte Insights | deloitte.com/insights

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18 ReturnTOC
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Table 2. Housing

e ™ S

2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023
Realinvestment | 450 | 444 35 102 5.5 18 37| 09| 57| 35| 26| -5
in private housing

Housing starts

. 0.78 0.93 1.00 1.11 1.18 1.21 1.35 1.31 1.21 1.18 1.14 1.11
(millions)

Stock of houses

i 133 133 134 135 136 137 138 138 139 140 141 142
(millions)

30-year fixed
mortgage rate 3.66 3.98 4,17 3.85 3.65 3.99 4,67 5.08 5.57 6.01 6.15 6.29
(percent)

Sources: Historical data: US government agencies and Oxford Economics.
Forecast: Deloitte, using the Oxford Global Economic Model. Deloitte Insights | deloitte.com/insights

Source: https://www2.deloitte.com/insights/us/en/economy/us-economic-forecast/united-states-outlook-analysis.html; 7/13/18
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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
opinionsofauthorsexpressed herein do not necessarily state or reflect those of Virginia Tech, and shall not be used for
advertising or product endorsement purposes.

Disclaimer of Liability

With respect to documents sent out or made available from this server, neither Virginia Tech nor any of its employees, makes
any warranty, expressed or implied, including the warranties of merchantability and fitness for a particular purpose, or
assumesany 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 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 June 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 inap propriate and about specific
additional external links you believe ought to be included.

Nondiscrimination Notice

Virginia Tech prohibits discrimination in all its programs and activities on the basis of race, color, national origin, age,
disability, and where applicable, sex, marital status, familial status, parental status, religion, sexual orientation, genetic
information, political beliefs, reprisal, or becauseall or a partofan individual's income s derived from any public assis tance
program. Personswith disabilities who require alternative means for communication of programinformation (Braille, large
print, audiotape, etc.) should contactthe author. Virginia Tech is an equal opportunity 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 of the United States
Government, and shall not be 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, expressor 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
processdisclosed, 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 of the 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 June find at these locations. All links are provided with the intent of
meeting the mission of the Departmentand 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 basesapply to all programs.) Persons with disabilities who require
alternative means for communication of programinformation (Braille, large print, audiotape, etc.) should contact USDA's
TARGET Centerat 404.110.41100 (voiceand TDD). To file a complaint of discrimination write to USDA, Director, Office of
Civil Rights, 1400 Independence Avenue, S.W., Washington, D.C. 40450-11411 or call 1100.11115.4411 (voice) or
404.110.11411(TDD). The USDA is an equal opportunity provider and employer.
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