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The national economic outlook for 2016

» Modest growth with downside risks
» Tame inflation

» Historically low interest rates

= The SLC region

» Strengths: Relatively fast population growth, low
costs—especially housing

» Biggest economic challenge: Education

= Long-term economic and financial outlook
» Slow growth and low inflation
» Low interest rates and asset returns

» Fiscal pressures building: Federal and some states
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Source: Bureau of Economic Analysis /Haver Analytics Quarterly data through Q1.2016
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Source: Federal Reserve Predictions as of June 2016



Y
™o ® &
& o -
= ? Employment Is Growing...
wa ¥ ¥z
W al
# N * .
) %
* 5. LoV
Growth Rate of Nonfarm Payroll Employment
Percent change from year ago
Percent 4 -4
3 L3
o Employment 5
L\ /j/\ 1
o 0
MRy W
-2 -2
-3 -3
Periods of recession -4 | -4
indicated by vertical U
shaded areas. -5 -5
Igol [ [ [ I95I [ [ [ IOOI [ [ [ I05I [ [ [ Ilol [ [ [ Ilé [ [ [ I20 5

Source: Bureau of Labor Statistics /Haver Analytics Quarterly data through Q2.2016
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Source: Haver Analytics Quarterly data through Q2.2016
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Extended Unemployment: Incl. Discouraged + Invol. Part-Time, 16+
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Source: Bureau of Labor Statistics /Haver Analytics Quarterly data through Q2.2016
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Monthly data through May 2016



L9
.q;."l‘-' 5 ® &
. v Inflation Trend Is Weak
w1 ¥ ¥ 7
e o
s N * .
L 4y
“ 51, Lov e
Inflation Rate: PCE Chain-Price Index
2-year annualized percent change
Percent 64 -6
5- -5
44 -4
3H -3
Fed’s inflation
5 M target 5
o 0
Periods of recession -1- -1
indicated by vertical
shaded areas. -2 | -2
] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] ] 9
90 95 00 05 10 15 20

Source: Bureau of Economic Analysis /Haver Analytics Monthly data through May 2016
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Source: Bureau of Economic Analysis /Haver Analytics Monthly data through May 2016
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Source: Bureau of Economic Analysis /Haver Analytics Monthly data through May 2016
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Smoothed CPI Inflation Rate: All Items Ex Shelter (Rented or Owned)
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Weekly data through July 1, 2016



The SLC Region

= Strengths

>
>

Relatively fast population growth
Low costs, especially housing

= Biggest economic challenge: Education

>

>

Home-grown labor force requires stronger
primary and secondary schools

Can leading states in the SLC region maintain a
steady inflow of college-educated workers?

Can other states begin to attract a better-
educated workforce?

17
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Source: Census Bureau Quarterly data through Q1.2016
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Average House Values by State: Structure Cost Plus Land Value,
House $1,000,000 Q1.2016
values in
dollars STATE | Land Value Structure Cost
VA $121,290 $199,632
FL $95,656 $208,825
$800,000 NC $85,962 $185,788
sc $84,986 $183,264
TN $57,507 $184,355
GA $54,167 $171,883
TX $45,069 $176,045
MO $25,643 $173,168
3600,000 LA $23,046 $171,955
. Structure Cost AR $23,341 $162,662
KY $22,398 $168,134
M Land Value AL $20,886 $175,061
MS $20,056 $155,215
$400,000 OK $15,214 $145,912
\WAY $14,916 $154,157
5200,000
0l 21

Source: Lincoln Institute of Land Policy



: ) Housing Is Not Just Cheap In
Ev: SLC States—It‘s Affordable

Index
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Sources: Federal Housing Finance Agency, Bureau of Economic Analysis  Quarterly data through Q1.2016
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Housing Affordability Has Varied Less
Recently in SLC States Than Elsewhere
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Sources: Federal Housing Finance Agency, Bureau of Economic Analysis  Quarterly data through Q1.2016
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Rank for Share of Rank for Share of Rank for Share of
high- adults high- adults high- adults
school with HS school with HS school with HS
State graduates diplomas State graduates diplomas State graduates diplomas
Wyoming 1 0.92 Oregon 18 0.89 Rhode Island 35 0.85
Minnesota 2 0.92 Massachusetts 19 0.89 North Carolina 36 0.84
Alaska 3 0.91 Maryland 20 0.89 Arizona 37 0.84
lowa 3 0.91 Connecticut 21 0.89 Georgia 38 0.84
New Hampshire 4 0.91 Idaho 22 0.88 Nevada 39 0.84
Vermont 5 0.91 Michigan 23 0.88 South Carolina 40 0.84
Montana 6 0.91 Pennsylvania 24 0.88 Tennessee 41 0.83
Hawaii 8 0.90 Ohio 25 0.88 New Mexico 42 0.83
Utah 9 0.90 Delaware 26 0.87 West Virginia 43 0.83
Maine 10 0.90 New Jersey 27 0.87 Arkansas 44 0.82
North Dakota 11 0.90 Missouri 28 0.87 Louisiana 45 0.82
South Dakota 12 0.90 Indiana 29 0.87 Alabama 46 0.82
Nebraska 13 0.90 Virginia 30 0.87 Kentucky 47 0.82
Wisconsin 14 0.90 lllinois 31 0.86 California 48 0.81
Kansas 15 0.90 Oklahoma 32 0.86 Mississippi 49 0.80
Washington 16 0.90 Florida 33 0.85 Texas 50 0.80
Colorado 17 0.89 New York 34 0.85
24

Source: Dept. of Education
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Share of Share of Share of
adults adults adults
Rank for with Rank for with Rank for with
college college college college college college
State graduates degrees State graduates degrees State graduates degrees
Massachusetts 1 0.38 Delaware 18 0.29 South Dakota 35 0.25
Colorado 2 0.36 Utah 19 0.29 Michigan 36 0.25
Maryland 3 0.37 Georgia 20 0.28 South Carolina 37 0.24
Connecticut 4 0.36 Montana 21 0.27 Ohio 38 0.24
New Jersey 5 0.35 Nebraska 22 0.27 Idaho 39 0.24
Virginia 6 0.34 Maine 23 0.27 Wyoming 40 0.24
Vermont 7 0.33 Alaska 24 0.27 Tennessee 41 0.23
New York 8 0.32 North Carolina 25 0.27 Oklahoma 42 0.23
New Hampshire 9 0.32 Pennsylvania 26 0.26 Indiana 43 0.23
Minnesota 10 0.32 North Dakota 27 0.26 Alabama 44 0.22
Washington 11 0.31 Wisconsin 28 0.26 Nevada 45 0.22
lllinois 12 0.31 Arizona 29 0.26 Louisiana 46 0.21
Rhode Island 13 0.31 Texas 30 0.26 Kentucky 47 0.21
California 14 0.30 Florida Sl 0.25 Mississippi 48 0.20
Hawalii 15 0.30 New Mexico 32 0.25 Arkansas 49 0.19
Kansas 16 0.30 Missouri 33 0.25 West Virginia 50 0.17
Oregon 17 0.29 lowa 34 0.25
25

Source: Dept. of Education
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Share of Share of Share of
adults adults adults
Rank for with Rank for with Rank for with
advanced advanced advanced advanced advanced advanced
State degrees degrees State degrees degrees State degrees degrees
Massachusetts 1 0.164 Kansas 18 0.102 South Carolina 35 0.084
Maryland 2 0.160 Pennsylvania 19 0.102 Montana 36 0.083
Connecticut 3 0.155 Hawaii 20 0.099 Indiana 37 0.081
Virginia 4 0.141 Georgia 21 0.099 Wyoming 38 0.079
New York 5 0.140 Maine 22 0.096 Tennessee 39 0.079
Vermont 6 0.133 Missouri 23 0.095 Alabama 40 0.077
New Jersey 7 0.129 Michigan 24 0.094 Nevada 41 0.076
Colorado 8 0.127 Arizona 25 0.093 Idaho 42 0.075
Illinois 9 0.117 Utah 26 0.091 lowa 43 0.074
Rhode Island 10 0.117 Alaska 27 0.090 Oklahoma 43 0.074
Delaware 11 0.114 Florida 28 0.090 South Dakota 45 0.073
New Hampshire 12 0.112 Nebraska 29 0.088 Mississippi 46 0.071
Washington 13 0.111 North Carolina 30 0.088 Louisiana 47 0.069
California 14 0.107 Ohio 31 0.088 North Dakota 48 0.067
Oregon 15 0.104 Kentucky 32 0.085 West Virginia 48 0.067
New Mexico 16 0.104 Texas 33 0.085 Arkansas 50 0.061
Minnesota 17 0.103 Wisconsin 34 0.084
26

Source: Dept. of Education
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SLC States' Rank Among 50 States by Share of Adults
With Educational Qualifications
Advanced-degree = —*—Alabama
HS-diplomarank  4-year college rank rank —#—Arkansas
Rank 0 | | —+—Florida
——@Georgia
——Kentucky
10 —e—Louisiana
——Mlississippi
20 — Missouri
North Carolina
—+—Qklahoma
30 MO —#—South Carolina
1 Tennessee
X Texas
40 : Ste Virginia
§ West Virginia
50 + X = SLC average

Source: Dept. of Education
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Source: Dept. of Education



SLC Advanced-Degree Rate

: ? Slightly Better Still
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Source: Dept. of Education
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= What to expect in the years ahead
» Slow growth and low inflation
» Low interest rates and asset returns

» Growing fiscal pressures at Federal level and in
some states

30
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v: Appears Permanent
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CBO Forecast of Real-GDP Growth Rate
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Why the Growth Slowdown?

= Slow growth of the labor force
= Weak productivity growth

= Lingering recession effects
» Deleveraging

» Tighter credit conditions, including
tougher regulation

» Low labor-force participation rate
“Scarring” effects

A\
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Expected Real U.S. Stock Return: E/P Ratio Using CAPE
Percent (10-year moving average)
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Expected Real U.S. Stock Return: E/P Ratio Using CAPE
Percent (12-month moving average)
pected Real Aaa Bond Return: Aaa Yield Minus Trailing CPI Inflation
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T o ‘. Very Low Guaranteed Real Returns
%; Signal Pessimistic Growth Expectations
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Expected Real U.S. Stock Return: E/P Ratio Using CAPE
Percent (12-month moving average)
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Federal-Government Budgets Likely

to Create Ever-Larger Deficits

Federal-Government Outlays as % of GDP: CBO 'Best Guess'

Percent

Federal-Government Revenues as % of GDP: CBO 'Best Guess'
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Source: Congressional Budget Office

June 2015 forecast
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i Result: Federal Debt Will Explode

As Percent of GDP

Federal Debt Held by the Public as Percent of GDP: CBO 'Best Guess'
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e Long-Term Fiscal Situation in Most
‘2 SLC States Looks Manageable
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In Sum: The Outlook i1s For Slow Growth,
Low Interest Rates and Financial Returns

The U.S. economy Is growing at about a 2-
percent pace, down from 3 percent before
the Great Recession.

Downside risks are from overseas
adjustments and diminishing slack at home.

The SLC region has good growth potential
but needs to improve primary and secondary
education for the 21st-century economy.

Interest rates and returns on financial assets
are likely to remain historically low.
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