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Stocks entered a bear market. Here's
what that means
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I Mixed Economic Signals

UM Consumer Sentiment

Real GDP Growth
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ion?

I Does this look like a recess

Production and Capacity

US Unemployment Rate
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Remembering the U or V Debate

CBO: Coronavirus pandemic will scar U.S. labor market for
the next decade

30-40 Million People in America
Could Be Evicted from Their

Homes bv the End of 2020 Home prices rose in June, but they’ll
y likely fall in 2021: Corelogic

As many as 30% of Americans with home loans — ‘Makehng !nistakg...the P_""dﬁ:‘ic -

_ . L morphed into a Depression-like crisis,’
about 15 million households could stop paying if says UCLA economist, who predicts
the U.S. economy remains closed through the U.S. economy won't recover from
summer or beyond, according to an estimate by coronavirus until 2023

Mark Zandi, chief economist for Moody's Analytics.
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I 2019: The Year of the Bear For the U.S. Economy,

st ar® Storm Clouds on the
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wst  Miserabilism:
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“The economy is on the precipice and this would just push us over “AUOT A 1\ 'so\v\O“ J?’ ar spa' ™

o
into the abyss. | don’t think we’re very far from recession as it is,” ‘-\Ow t ne t\'ade
Moody’s Analytics chief economist Mark Zandi tells me. case t
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Navigating the Miserabilist Narrative

Not every shock is an existential crisis Gravity still exists

0 Pre-pandemic economy was very healthy 0 Asset prices, business investment settling
o Congress and the Fed vastly over-reacted back to earth

to the pandemic o0 Real Estate: frozen pipe, not popped
o The are now over-reacting to inflation, but bubble

in opposing directions o Fundamentals solid, losses minimal

This is not in a recession, nor are we  Things are not fine

doomed to have one o Economy is brittle, Fed continues to pursue
o Plenty of pent-up consumer demand to quixotic policies
drive economy forward 0 Long run issue is Federal debt
0 Supply chains starting to clear o The narrative remains disconnected from
o Inflation will burn out on its own reality

Beacon Economics |




The Pandemic Mini-Recession

Gap between potential and actual GDP
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Federal Fiscal (Over)reaction

Federal Expenditures as a Share of GDP Levels of Personal Income Relative to

55 0% Pre-Pandemic Trends
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I Funding the Deficli
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QE: Then and Now

Money Supply (M2) Growth Rates

60.0% The Problem of Excess Money
50.0% Short run: Money illusion

= Falling interest rates
40.0% = Asset price bubbles form

= Spending and investment

30.0% binge ensues

20.0%
Long run: The Hangover

Inflation and rates rise

Sharp transfers of real
wealth

10.0%

0.0%

5 BT eR8Y858338838585897¢225 = Investments risk rises
5238553852385838523858238% " Asset markets sag
-1 Year Growth =3 Year Growth
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The "wealthiest” generation ever?

US Household Net Worth grew by $30 Wealth Level in bottom 50% of
trillion from 2020-2022 Household, $Billion
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I Little Surprise...
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A Binging Economy...

Trade Gap as % of GDP Real Non-Petroleum Imports
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trade constraints

ign

I Fore

NY Fed Global Supply Chain Pressure Index
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I Inflation nation...

US Inflation Rates
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I The Inflation Conversation

—Supply chain issues “Inflation is always and
—The federal deficit everywhere a monetary
—Greedy corporations and profiteering phenomenon in the
—Not enough manufacturing jobs in the sense that it is and can

US_ | o be produced only by a
—Bldgn s bad green energy policies more rapid increase in
—Putin’s fault!

the quantity of money

—Saturn is aligned with Jupiter . .
) P than in output.

—Kim shouldn’t have dumped Kanye

—The Rams horrible front line _ _
Milton Friedman
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I Supply or Demand?

Car Price Inflation (YoY)

Gas Prices and VMD
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5 Year Breakeven Inflation Rate

Cleveland Federal Reserve 2 Year

I Inflation Expectations
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How much farther can inflation go?

Unit Money Supply: M2 / (P * RGDP)
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An Odd Fed Inflation Fighting Decision...

Fed Balance Sheet Federal Funds Rate
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The era of cheap money is ending...

Debt Yields
10 Year — 3 Month Spread
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Gravity still works...
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Capital Invested and Number of Deals,
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Venture Capital — Arizona

Capital Invested and Number of Deals,

Arizona HQ Companies &rirz'gf,ng Q) D(;aIMS;;z)e Vertical / Industry
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I Lending Climate
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Recent Real GDP Growth
Contributions to Real GDP Growth
| 2019 2020 2021 2022

Real Change SAAR Gross domestic product 258 118 575 0.13
10 Final Demand 2.56 1.18 5.54 0.69
8 Personal consumption 1.45 0.39 4.74 1.09
5 Durable goods 0.40 1.40 0.59 0.11
~ Nondurable goods 032 081 1.04 -0.41
4 Services 0.74 -1.82 3.1 1.39
Fixed investment 0.42 0.51 0.67 -0.33
2 - Structures 020 -0.50 -0.14 -0.29
Equipment -0.18 0.06 0.28 0.33
0 Intellectual property 0.33 0.22 0.56 0.45
 Residential 008 074 -0.02 -0.82
-2 Change inventories -0.38 0.79 093 -0.82
> & & P F P Net exports 040 -0.79 -0.72 027

U AN A A A L L gl
OSSR NP NGRS NN Exports 0.11 -0.83 0.70 0.87
GDP Final D " Imports 0.29 0.03 -141 -0.60
— —rinateman Government 069 029 012 -0.09
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Still Pent-Up Consumer Demand

New Auto Sales SAAR (Mil Units) Inventories of Autos for Sale US
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I A shift in spending back to services...

National Occupancy Rates

Retail Sales on Food
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Travel Trends

Enplanements

Hotel Occupancy

80,000,000 Occupancy Rate Q2-19 Q2-22
70,000,000 Las Vegas 44 .2 62.4 18.2
Tucson 66.9 74.6 1.7
00,000,000 Phoenix 71.1 75.4 4.3
50,000,000 Reno 67.5 66.3 -1.2
40,000,000 Inland Empire 75.1 71.8 -3.3
40,000,000 San Diego 77.7 73.6 -4 1
Orange County (MD) 77.2 72.3 -4.9
20,000,000 Los Angeles (MD) 80.6 73.1 7.5
10,000,000 Sacramento 75.1 66.3 -8.8
0 Oakland (MD) 76.1 65.7 -10.4
TRITLROLCEC22228855  [BanJose 742 632 110
§535353553535355353535 San Francisco (MD) 81.0 66.4 14.6
e[Domestic ==|nternational Seattle 73.6 585 -15.1
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What happens in Vegas...

Visitors and Gross Gaming Revenue — Las Vegas
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I Can the consumer survive? Context...

5 Year Increase in Consumer Prices

US Real Interest Rate (2 Yr T-Bill - PCE

Inflation)
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US Household Cash Balances ($Bil)
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Indexed Balance of Checkable Deposits and Currency by
Income Level
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Clean Credit Markets

Share Mortgage Debt > 720
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Contradictory Efforts

Federal Deficit 12 month rolling sum
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iness is managing...

I Bus

Non-Financial Corporate Debt to Equity

Business Earnings
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I Business Investment

New Orders Non-Defense Capital
Goods

New Orders IT Equipment
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Business’s real issue...

US Employment Demand and Turnover Job Openings Rate by Sector Jul-19 Jul-22

80 Total private 4.2 7.7
Health care 2.8 9.3

7.0 Leisure hospitality 6.7 9.3
6.0 Professional 54 9.0
5.0 Logistics 3.9 8.0
' Other services 3.7 7.5
4.0 Financial activities 2.6 7.0
3.0 Information 3.9 7.0
Retail trade 4.9 6.5

2.0 Manufacturing 2.5 6.2
1.0 Education 2.6 6.0
0.0 Mining and logging 3.7 5.7
sggsggrgecgoxeroegy  Govemment 15 52
28 as520 LB asS520 g8 as Po 3 Wholesale trade 2.8 4.9
QL <353I00u<5IC0u <5200 Local education 1.6 4.7
-—Job Openings Rate =—Quits Rate Construction 5 1 4.7

Source: VisitCalifornia Beacon Economics




I Where are the workers?

YoY Growth US Labor Force

US Population by Age
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The Era of Labor Shortages is Here

Prime Working Years Population Growth (Census)

160000 3.0%
140000 2.5%
e

120000 2.0%
100000 1.5%
80000 1.0%
60000 0.5%
40000 0.0%
20000 -0.5%
0 -1.0%

O T O N OO TONOOTONOOSTOAN O OT<OOAN © o

O O O MNMOOOVDIOWMOOOOO T QAN ANANOZOSTETTET T OLLW O

O OOOOOO0O0 00 OO OO OOOO0OO0OOO0ODOO O o o o

T T T T T T e v T N AN AN AN AN AN AN AN AN AN AN ANANANANAN
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Silver Lining?

Average Weekly Earnings

Earnings Growth by Quartile

(Atlanta Fed Wage Tracker) \ | Aug-22 Ch16-19 Ch 19-22

8 Salt Lake City 1137 5.3% 13.9%
v Phoenix-Mesa 1126 9.8% 13.9%
Logan 1043 28.3% 18.3%

6 Reno 1016  25.0% 2.5%
5 Las Vegas-Henderson 978 9.3% 19.6%
Ogden-Clearfield 952 9.4% 13.2%

4 Provo-Orem 935 22.1% -5.4%
3 Tucson 931 -3.8%  28.9%
5 Albany 915 28%  15.4%
Lake Havasu City 905 0.1% 28.5%

1 Yuma 891 6.5% 27.0%
0 Carson City 865 8.3% 19.3%
S35 33388 2TEER S Prescott 837  11.5%  21.1%
= % = § g g E ﬁ % g g % = % = g g Flagstaff 792 0.8% 39.9%
A = = = St. George 731 12.5% 6.3%

—1st —2nd 3rd —4th Sierra Vista-Douglas 719 14.3% 5.4%
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Regional Outcomes
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Payroll Job Gains 14 to 22
Payrolls Gr 14-22 Gr 19-22

Idaho

Utah

Florida
Arizona
Nevada

Texas
Colorado
North Carolina
Georgia
Washington
Tennessee
South Carolina
Oregon
California
Montana

825.4
1676.3
9460.5
3088.7
1462.0

13539.1

2874.2
4804.3
4821.8
3522.5
3247.0
2238.7
1974.7

17650.9

506.0

26.1%
26.0%
20.4%
20.0%
19.7%
16.3%
16.2%
15.8%
15.8%
14.8%
14.6%
14.5%
14.0%
13.0%
11.2%

8.2%
7.3%
5.3%
4.6%
3.0%
5.3%
2.6%
4.6%
4.2%
1.3%
3.8%
1.9%
0.8%
1.1%
41%

Indexed Job Openings
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Local Labor Market

Indexed Labor Force Unemployment Rate
125 16.0
=
o8 12.0
< 115
2 10.0
S 110
- 8.0
3 105 6.0
5
= 100 4.0
: 2.0
92 95
f= 0.0
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—Phoenix Tucson
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Employment Situation - Tucson

Total Nonfarm Employment

Tucson MSA Industry

500 (OOOS) Aug-21 (%)
480 Total Nonfarm 391.1 3.1 1.7
= 460 Leisure and Hospitality 44.2 12.7 5.0
S Education/Health 70.0 5.0 3.3
:— 440 Wholesale Trade 7.6 4.6 0.3
c/;)- Trade, Transport, Util. 71.0 4.0 2.8
LIEJ 420 Manufacturing 28.5 3.4 0.9
400 Information 5.1 3.2 0.2
Prof Sci and Tech 19.5 2.0 0.4
380 Government 75.4 1.8 1.3
Retail Trade 421 1.0 0.4
360 Construction 18.2 1.0 0.2
Q"\Qd\'\g\\}'\\ xj\%«\(bcy\(b\y\b‘ V,\G_)«,\Q)cy,\@&,,(\ \5\%«'\%§®§q’0 0’\(\' e Financial Activities 18.4 2.0 04
WO VRO TR O VRO R Admin Support 23.2 1.4 3.0

Source : BLS Beacon Economics




Signs of Local Prosperity

Median HH Income Growth
75,000 17-21
70,000
= o7 Pop with earnings 925,899 4.4% 1.0%
~ 65000 s
£ oS~ _eo= Median earnings 34,235 19.1% 19.7%
8 60000 Seal e
= Seee==” Median earnings for full-time 48,714 19.3% 14.9%
«© 55,000
5 Earnings by Education
= 50,000
. (0] (0]
45,000 Less than high school 28,248 37.0% 21.9%
40,000 High school grad 31,505  28.6% 14.4%
35,000 Some college or associate's 37,021 15.4% 13.1%
O O '\ DO QO N O WX O @ KD D A AN
PP LRI AF RN O 20 K 1O 1O D
‘19 ‘]9 Vv (19 q/Q (19 q/Q (19 q/Q (19 q/Q ) (19 ‘19 (19 ‘]9 Bachelor's degree 47,947 86% 16.4%
Fima TS Arizona Graduate or professional 70,719 14.4% 12.6%
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Population

Population by Age

Tucson Population _-E

5.6% 5.5% 5.0%
10 Yr Ch -0.8% -1.4% -1.3%

1000 5-14 12.6%  12.7%  11.6%
. 10 Yr Ch 06%  -1.3%  -0.9%
15-17 3.9% 4.0% 3.6%

90 10 Yr Ch 02%  -02%  -0.3%
85 18-24 9.1% 9.4%  11.4%
. 10 Yr Ch 0.9%  -0.6% 0.5%
25-59 47.0%  46.7%  43.7%

s 10 Yr Ch -0.3% 1.7%  -0.5%
70 60+ 23.4%  246%  27.2%
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[ce]
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Source : American Community Survey Beacon Economics




Labor Shortage Solutions

= Solutions

—Extensive: Increasing labor
force through immigration
(SR) or birthrates (LR)

—Intensive: Raising
participation rates among
the existing population

—~Productivity enhancements:
capital investments / skill
training
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I Residential Markets

Case Shiller Home Price Change

Existing Home Sales

Monthly
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I New Construction (Smoothed)

Months Supply New Homes for Sale

Housing Starts

(Smoothed)
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Sticker Shock, Not Housing Demand

New Home Cost (Annual payment US Apartment Markets
100% LTV) 1800 9
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Market Collapse? Not a chance...

Real Equity in US Real Estate Overall Housing Vacancy
(Households, $Bil 1-4 family)
30000
Northeast Midwest South West
25000
Vacant Year
20000 | Round 2022 7.6% 7.4% 9.6% 6.6%
For Sale / Rent 2.0% 2.4% 2.7% 2.0%
15000
Vacant Year
10000 . Round 2012 8.9% 9.9% 12.6% 9.0%
For Sale / Rent 3.3% 4.0% 4.7% 3.5%
5000
Vacant Year
vacant vear T T R
© 88K § R R % g % % § % For Sale / Rent 3.6% 4.9% 53%  3.6%
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Long Run Res Real Estate

Home Sales (000s, SAAR) and Rates
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Residential Real Estate

Y-0-Y Growth Tucson Home Prices Median Home Values
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I Recent Trends

Arizona Housing Vacancy

Active Listings Tucson
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Tucson Apartment Vacancies by Class
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Housing Affordability Trends

Vacant housing Share > 35.0 Share > 35.0

units Owner Renter
2017
US 12.6% 20.7% 40.4%
AZ 14.9% 21.2% 39.9%
Tucson 12.2% 20.9% 45.5%
20121
US 10.3% 21.0% 41.9%
AZ 10.2% 19.9% 42.5%
Tucson 8.8% 21.5% 42.5%

Source : American Census Survey
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Non-Residential Markets
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I Non-Res Markets?
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Nonresidential Construction-Tucson

Nonresidential Completions Completions Net Absorption
Tucson MSA (Sq. Ft., 000s) (Sq. Ft., 000s)
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Warehouse — West Regions

Cost of Rent Vacancy Rates
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I Retail / Industrial Supply Chains

Pitney Bowes US Package Delivery

E-Commerce Share of Retail
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21.6bn

U « Up from 20bn in 2020
\_) * Up 7% year over year

683 1 59m | 65

parcels per second parcels per day parcels per person
166 parcels per household
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AZ Trade Trends

State Produced Exports and Growth 17-22 _
Trade through Nogales ($Bil Value)

TOTAL ALL COMMODITIES $13,441 8.0% 25

Electric Machinery Etc; Sound Equip; Tv Equip; Pts $2,885 -9.8%

Ores, Slag And Ash $1,663 56.5%

Industrial Machinery, Including Computers $1,269 8.8% 20

Aircraft, Spacecraft, And Parts Thereof $1,158 103.2%

Plastics And Articles Thereof $1,001 8.4% 15

Optic, Photo Etc, Medic Or Surgical Instrments Etc $555 41.6%

Mineral Fuel, Qil Etc.; Bitumin Subst; Mineral Wax $400 41.4%

Edible Fruit & Nuts; Citrus Fruit Or Melon Peel $397 -1.8% 10 /\/\/
Paper & Paperboard & Articles (Inc Papr Pulp Artl) $381 4.6%

Vehicles $365 -65.2%

Food Industry Residues & Waste; Prep Animal Feed $308 288.0% °

Copper And Articles Thereof $273 83.9%

Articles Of Iron Or Steel $240 -6.0% 0

Iron And Steel $198 31.7% N9 D X 8 o0 99 RN A
Miscellaneous Articles Of Base Metal $180 29.8% q/g'\ q’g\ (]9\ qfd\ qu\ (19\ (19\ qu\ qu\ (19(1/ (19(1/ Q(ﬂ/
Cereals $158  548.9% —Nogales Outbound ~=——Nogales Inbound
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Office Space

Office Vacancy Rate _
26 WFH: Employer Plans vs Worker Desires
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I The Fiscal Problem

Federal Debt % GDP

Federal Flows % GDP
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The Long Run Fiscal Problem
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A bumpy path ahead...

* The Outlook: Expansion . Real Estate: Chilly yet « Potential Scenarios
to Continue hot - What will the Fed do?
» Wealth and income will « Asset values to fall, « Wild cards: Long run fiscal
drive consumer spending liquidity drying up situation, US terms of trade
« Construction to go into deep  Lender profits squeezed » Global situation: China is
freeze from spread collapse swooning
* Inflation will continue to be « Underlying asset quality to « Gap between economic
hot remain strong reality and political
« Economy is brittle—small « Rents to rise in the narratives still dangerously
shocks can have big meantime wide
consequences

Beacon Economics |




Thank You
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