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THE ECONOMY IN 2019:   
TERIFFIC, TEPID OR TERRIBLE?



The Economy 
is Solid!

GDP = C+I+G+(X-M) 



The Stock Market Is Doing Relatively Well
Despite numerous stressors



Households Are Re-Leveraging
Mortgage debt remains slightly below the 2008 peak. Total debt is 6.9% higher   



Households Balance Sheets Look Pretty Good
Less high interest revolving debt



Bloomberg Comfort Index is Near a Peak
Index is near a 20 year high!   



US Light Vehicle Sales Slow Slightly
No records will be set this year. But, no problems either  



Small Business Confidence Remains Strong
Decline is reversing and it remains above long-term average of 98



Las Vegas Attendance Is Flat
The gamblers are generally back along with the conventioneers 



Housing Improvements & Repairs Rise Very Slowly
Homes are aging, rates are higher, home equity growth slows



Annual Y-o-Y Percent Change in PCE
A very solid growth rate of about 2.5%   



Oil Prices are Rising but Have Been Contained
At the current price oil is neither helping nor hurting our economy  



Annual Energy Production by State
Texas, North Dakota, New Mexico lead the charge 



Drilling Activity is Falling 
Falling prices hurt as does a pipeline problem as does no access to  Wall Street



Shale Breakeven Rates Vary
Marginal costs are low but what dos he price mean? 



Oil Production of the Fragile Five Declines
Net production steadily declines 



Corporate Profits Soften 
Corporate profit growth in 2019 is weaker  



ISM Manufacturing Numbers Decline! 
Manufacturing is less important than in decades past  



Factory Utilization Rates are Declining
Combination of slowing global growth, trade wars, weak oil prices and a strong dollar  



ISM Non-Manufacturing Numbers are Good
Service sector weakens but is holding up 



Look at Capital Goods Orders. They are OK  
Slowing global growth, trade concerns, falling oil prices and more…  



Impact From Tax Cuts is Slowly Weakening 
By 2020, the impact will be zero



Budget Deficit Projections Get Much Worse
Tax cuts boost debt by $1.9 trillion over a decade



More Nations are Contracting   
Globe has gone from above average growth to well below average



Global Manufacturing Growth Steadily Weakens
Now down 14 straight months. At lowest level since 2012 and in recession mode. 



$250 Billion Trade War Hurts GDP
The impact will rise over time, and is now quite small   



GDP Growth Will Slow 
Impact of the 2017 tax cuts and 2018 spending increases are fading



GDP Can’t Grow Fast! 
Very weak population growth and labor productivity growth



Best of All, No Recession…Yet!
Yield Curve Inversion Test: 1-Year Treasury Yield – 10-Year Treasury Yield 



Inversions Do Not Immediately Lead to Recessions 
It takes a long time for the onset of the recession 



Labor Markets: 
They’re Tight, Very Tight



Historical Job Growth 
Y-o-Y Total employment growth has been spectacular. We are now running out of workers 



STEADY Labor Market Improvement: Involuntary Separation 
Long Term Trends: 1967-2017 Initial claims below 300K for 225 straight weeks! 



Quit Rates are Excellent
Are above their pre-recession level.  At 2.3% (in blue) or 3.5 million (in red)



Tighter Labor Market than Perceived? For Sure! 
There are 1.27 jobs per unemployed person!!!!!! 



Gap Between Blacks and Overall Rate is Low   
Was over 7%, and is now about 2.5% and near the all-time low 



Gap Between Hispanics and Overall Rate is Low   
Was over 3%. Is now well below 1%. Near lowest levels ever



Wage Growth is 
Weak



Y-o-Y Percent Change in Hourly Earnings
Despite a very low unemployment rate, wages growth is weak 



Changes in Median Wage Growth Looks OK!
Looks only at those continuously full-time employed



Household Income Growth 2000 - 2017



Household Income Growth 2000 - 2018



Marriage Rates by Education
Marriage is increasingly for the better educated



Wealth By Percentile
Share of the top 1% continues to rise. Now at 50%



Inflation?
It’s MIA! 



CPI: Inflationary Pressures are Nonexistent
There appears to be no inflationary pressures. Growth is at best flat



Core PCE Price Index
Inflation is fortunately being held back by a number of factors   



Inflation and Population Growth     
They seem highly correlated



Federal Reserve Behavior

Will Rates Rise?
Nope!  



Taller Fed Chair, Higher Rates? 



Federal Reserve Behavior
Best Case Scenario

• Fed funds is currently 2.375%       

• 12/31/19: 2.125% 10-yr Treasury @ 2.10% 

12/31/20: 1.875% 10-yr Treasury @ 2.20%

• 12/31/21: 1.875% 10-yr Treasury @ 2.10%

• Balance sheet keeps shrinking.



New Housing?
Not enough is being 

built! 



Residential Fixed Investment Shrinks
Non-residential is up 10%, public is up 5%, and residential is down 26% from peak 



Public Construction Rocks 
Residential is down 11% Y-o-Y, non-res is up 1%, and public is up 11% 



Housing Recovery Has Stalled
Single family construction is what is lagging. Other components have largely recovered.   



Single-Family and Multifamily Starts – A Slow Recovery
Lack of lots, rising rates, high prices, SF remains near recessionary lows 



New Home Sales by Price
Houses under 200K are an insignificant percentage



New Home Inventories Fell Fast, Now Back to Normal
They have fully recovered 



Builders Are Happy Enough 
Builder happiness is stabilizing



Prices of Lower Priced Homes Rise Most Quickly 
A lack of low-priced inventory is key



Millennials are Moving…..Home!  
At levels not seen in almost a century



New Home Prices Are Too High Due to Regulation 



Construction Workers are in Serious Short Supply 
Average wage growth/year for construction workers is 5.1%, much higher than the average



Lumber Prices Reverse 
The trend is down. More many mill closures? 



Foreign Buyers are MIA
Foreign-born buyers spending is half what it was a few years ago 



Impact of Tax Reform on First-Time Buyers
Home buying might have to wait a few extra year



House Prices by Geography
DC, CA and HI are the most expensive.  NY, MA and CT follow



Inventory Has Bottomed 
It looks like it hit bottom in mid-2018. Up 2.7% Y-o-Y.



Price Growth is Slowing 
Prices rise faster than wages! Y-o-Y prices up 2.3%, 2.5% or 3.5% depending on the measure 



Existing Home Sales are Steadying
Regrettably, this is occurring while the economy rocks! 



Housing is in General is Rising Much Too Quickly 
Approaching the magnitude of the Housing Boom



Apartment Rental Situation 
The multifamily party is picking up steam. A lack on new building is probably why



Rents Keep Rising Too Fast 
Rents rise faster than wages!  Y-o-Y prices up 3.9% and again rising! 



Bottom Quintile Renters Really Struggle
Bottom 20% of households are generally severely rent burdened   



Number of Multifamily Units Under Construction
It should start to slowly decline but remains huge





DTI Drifts Up
Note that this is not the case for portfolio loans 



Millennials Will Keep This Issue Front and Cnter
Beginning to approach the Peak.  Chase Millennials, move-up buyers and Boomers 



Investors Are Big Buyers of SF Units   
The market is changing a bit. Investors get into the SFR space



What About 
Things Here? 



Things Are Good Now  



The Future Looks Good Too!



Unemployment Rates in the Biggest Texas MSAs 
Rates are below the national average everywhere, and well below in Austin



Housing Starts in the Four Biggest Texas MSAs
In Austin, Houston and Dallas starts have fully recovered. In San Antonio, not yet there       



House Prices Are Way Up
Home prices are up at least 50% everywhere, 70% in Austin  



House Price Appreciation is Slowing
They are still rising quite quickly at between 5% and 7%



Per Capita Income Growth in TX Metros Slows 
Income growth of 3% is not keeping up with house price appreciation of 6%



Intercity Migration Patterns Early 2019
Moving to cheaper cities and away from expensive ones  



States With Fastest Pop Growth 7/1/17-6/30/18 

Rank Name 2010 2017 2018 Numeric growth

1 Texas 25,146,114 28,322,717 28,701,845 379,128

2 Florida 18,804,580 20,976,812 21,299,325 322,513

3 California 37,254,523 39,399,349 39,557,045 157,696

4 Arizona 6,392,288 7,048,876 7,171,646 122,770

5 North Carolina 9,535,736 10,270,800 10,383,620 112,820

6 Washington 6,724,540 7,425,432 7,535,591 110,159

7 Georgia 9,688,709 10,413,055 10,519,475 106,420

8 Colorado 5,029,316 5,615,902 5,695,564 79,662

9 South Carolina 4,625,381 5,021,219 5,084,127 62,908

10 Nevada 2,700,679 2,972,405 3,034,392 61,987



States With Fastest % Growth 7/1/17-6/30/18 

Rank Name 2010 2017 2018 Percent growth

1 Nevada 2,700,679 2,972,405 3,034,392 2.1

2 Idaho 1,567,657 1,718,904 1,754,208 2.1

3 Utah 2,763,891 3,103,118 3,161,105 1.9

4 Arizona 6,392,288 7,048,876 7,171,646 1.7

5 Florida 18,804,580 20,976,812 21,299,325 1.5

6 Washington 6,724,540 7,425,432 7,535,591 1.5

7 Colorado 5,029,316 5,615,902 5,695,564 1.4

8 Texas 25,146,114 28,322,717 28,701,845 1.3

9 South Carolina 4,625,381 5,021,219 5,084,127 1.3

10 North Carolina 9,535,736 10,270,800 10,383,620 1.1
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