Better News Is In Housing
The good news is in housing despite evidence of a spring break in
the broader economy.
After six long and destructive
years, housing has finally
emerged as a catalyst for growth.
In our view, the housing market
bottomed last June or July. Existing home sales have steadily risen
in both volume and price since
then. While there has been modest fluctuation, the general year
over year trajectory has been up.
In the last few months, new home
construction has joined the parade. Indeed, data just released
by the Census Bureau show that
building permits rose 17.3% in
March year over year while housing starts rose a stunning 46.7%,
also year over year. The percentages are magnified by the exceptionally low starting point however the year over year gains are
clearly positive.
Strong residential activity will
eventually spur commercial real
estate recovery as well. Just as
the collapse of the commercial
market followed the residential
collapse by 18-24 months, discernable commercial recovery
will also follow.
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Economic Recovery Takes a Spring Break
Recent Indicators Suggest Momentum from Strong Q1 Is Slipping Away
April 18, 2013 | By William L. Pittenger, MAI, SRA
The U.S. economy appears headed for its fourth consecutive midyear slowdown. For reasons that are not entirely clear,
the U.S. has developed a pattern of strengthening in the winter months and weakening in the summer. That has been the
pattern for the last three years and judging by March and early April data, the pattern will repeat for a fourth time. The
last few years, we’ve watched as energy prices, debt-ceiling debate and the natural disaster in Japan slowed growth. This
year, the reason is shaping up to be self inflicted wounds created by fiscal policy in general and the anticipated effect of
budget sequestration in particular. Indeed, the economy has not faced this much fiscal pressure since government spending cuts and the military drawdown following World War II. The end of the payroll tax holiday in January combined with
budget sequestration and other tax increases are likely to trim well over one-percent from calendar year 2013 GDP leaving annual growth in the low to mid one-percent range. As we’ve opined previously in this space, that is stall speed for
the economy and it would not take much additional economic shock to push the economy over the edge into recession.
The political wrangling and brinksmanship around raising the debt ceiling this summer could be the trigger.
March employment numbers released April 5th were dismal. The economy created only 88,000 new jobs, the fewest
since June 2012 and less than half of the average for the last six months. Several industries cut jobs sharply. Retailers, for
example, cut 24,000 jobs after averaging 32,000 monthly gains for the last three months. Manufacturers cut 3,000 jobs
and financial services shed 2,000. The bigger story, however, was the 663,000 persons who dropped out of the workforce in March. That left the number of Americans not in the labor force at a record 90 million (89,967,000). Indeed,
nearly 9.5 million Americans have dropped out of the workforce since January 2009. Some of those are retiring baby
boomers, students going back to college and even those who have exhausted unemployment benefits. The largest share,
however, is working age Americans who cannot find work and have simply dropped out. The labor force participation
rate in March fell to an historic low of 63.3%. That’s the lowest it’s been in nearly 34 years. That many people dropping
out of the labor force also had the perverse mathematical effect of reducing the headline unemployment rate to 7.6%
simply because those who are not looking for work are also not counted as unemployed.
It is too early to assess the job loss impact of budget sequestration. Anecdotal evidence currently suggests that some
government contractors have already pulled back but the full impact is not likely to be apparent in the macro numbers
until the third and fourth quarters. Additionally, the Affordable Care Act may weigh heavily on job growth as firms that
currently do not provide health insurance coverage and are nearing the mandated 50 employee threshold to do so or
face fines, are holding back hiring. Payroll processing firm ADP data show that private payrolls of firms in this size range
have weakened sharply recently. Similarly, there is anecdotal evidence that firms may be moving employees to part time
status. While that is widely touted, such a move has not yet shown up in BLS (Bureau of Labor Statistics) data. Indeed,
the number of persons working part time for economic reasons actually declined by 350,000 in March. The total, 7.6
million workers, however, remains high.
The large number of people no longer in the labor force, forced to work only part time or those who are discouraged or
marginally attached, has led to a troubling economic and social back story. The Census Bureau reports that 46 million
Americans, or 20% of the population not in the military, prison or nursing homes, received some kind of government
assistance in 2011 (most recent full year numbers). Of those 46 million, 30.4% characterize themselves as disabled. Additionally, according to the Department of Agriculture, about 47.3 million (one in seven) Americans currently receive
food stamps (formally known as the Supplemental Nutrition Assistance Program or SNAP).
Retail spending as reported by the International Council of Shopping Centers (ICSC) was similarly disappointing in
March. The ICSC chain store index was up a paltry 2.5% over the year against expectations of a 5-6% gain and a 4.6%
average year over year gain for the first two months of the year. The decline was not surprising given the tax increases
earlier in the year and the dismal March employment report.
Fiscal uncertainty is also weighing heavily on consumer confidence. All major indices have declined recently, particularly those that are more heavily weighted toward expectations, such as The Conference Board. The University of Michigan survey for the first half of April also trended lower. With incoming data suggesting a slowing economy, consumer
sentiment could remain weak into the short term future. Our overall view is that economic recovery is still intact but
risks remain heavily skewed to the downside.

