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The latest revisions to second quarter GDP confirm solid growth and
strong consumer spending. But other evidence on spending was modest.
Despite this, consumer confidence remains high. The business sector—
especially manufacturing—has performed well of late.

On Long Island, the unemployment rate remained low despite a drop in
August hiring. And consumer spending and business conditions were
solid. But real estate sales were stagnant.




The National Economy

Jobless claimsere low and in line with expectatiodsring the week of September 2Bobs growth was
solid and the unemployment rate remained lod.4tpercent. But this did not lead to accelerated wage
growth. Earnings rose by just 0.1 percent in August and by 2.5 percemvgegear.But with inflation at
1.9 percent, the annual wage gains still reflect a modest amount of real (e.g., Haitftisted) growth.

Consumers remained mostly confident about economic conditions. Durable goods orders rose by mq
expected, but retail sales were weak, falling by 0.2 percent in August.

The business sector showed continued strength. The lastititor Suppl y Manageme
Manufacturingn dex rose sharply, exc é&endMamfgctuengimexalsoa t i
showed solid gainsBut the Index of Industrial Production was down, reflecting the impadisiofcanes

Harvey andrma. In particular, utilities and production of natural gas and olil fell. But these declines ar
expected to be temporary.

The Long Island Economy

Labor Market
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StlII several sectors saw substantlal yeaeryear jobs growth in August:

August
1 Education and Health Service6,800) g
9 Leisure and Hospitality (+3,800)
1 Government (+1,000)
Long I sland’s unempl oyment rate for August re

and the numberof persons employedcreasedearoveryear.

Hourly earningsn New York Stateose more sluggishly in August, withyearoveryearincreag of just
1.1 percent.

Earnings rose relatively faster for:

1 Information Services (+3.8%)
9 Education and Health Services (+2.8%)
1 Goods Producing Industries (+2.5%)

In contrast, eanings fell yearoveryear for:

1 Financial Activities {2.7%)
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Business Conditions

Manufacturing is booming according the latest figures from the Empire State Manufacturing Index for
September. The reading24.4 for the index far exceeded expectaioNew orders showed the greatest
growth in 8 years. Delivery delays also rose, which partly reflects the scipgity impact oHurricanes
Harvey and Irma.
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The service sect@lso showeanodesimprovement irfSeptemberaccording to firms responding to the
Feder al Re s er ve SBptembeROb7fBushessvLeateBrirkey. $he business activity

component of the index grew By4 points in September, down from the previous month but still at a level
consistent with growth

With small business comprising nearly 90 percent of business establishments on Long Island, the outlook
for small business i s a ke yheismatl busireess optimigmandex togen|g
0.1 points in August t@05.3,equaling itshighest level since the 3y&ar high selastJanuaryThe upbeat
report reflectecexpectations of higher sales and more capital investrmefaict, dans for capitaspending
for the next 3o 6 monthsttained their highest levelngsie 2006.

Consumer Sector

Consumer spendings indicated by sales tax collectiammntinued to
show strength ilugust Yearoveryearsales tax collectiongrew by
3.33 percent in NassauCountyandby 5.43percentin Suffolk. Given
the increase in Internet sales over titheseyearoveryear sales tax
revenue comparisons may understate actual consumer spending
because proportionately fewgurchasescurlocal salegaxesin later
years. Adjusting for this change, estimayedroveryear spending
may haveisen by even more- 4.30 percent inNassu County, andy

: 6.42percent inrSuffolk. Internet sales trends, atice methodology used
to adjust for increasing Internet sales over time, are discussed in the Focus sebadrebtuary, 2016
newsletter.




The Real Estate Market

Private Homes

The housing market continued to
.. exhibit solid gains in prices but | The housing market continue
@ flat sales. August home sales | to exhibit solid gains in prices
prices rose by 6.2 percent year | butflat sales. August home
overyear in Nassau County, from Sales prices rose by 6.2 perc
$485,000 to $515,000. Prices | Yearoveryear in Nassau
rose by 6.5 percent in Suffolk County, from $485,000 to
County, from $32,000 to $515,000.Prices rose by 6.5
$375,000 percent in Suffolk County, fro
$352,000 to $375,000.

But home sales were stagnant. Home sales fell slightly in Nassau
County from 1,517 to 1,506 units sold, a drop of 0.7 percent. Home sales also fell by 0.7 percent in Suffol
County, from 1,813 to 1,801 units sold.

Apartment Space

Apartment space remains scarce on Long Island. The average vacancy rate fordulg0ie seventh
lowest among metropolitan areas nationally and the third lowest in the Northeast Census Region.

As the table below indicates, the mean vacancy rate for apartment space on Long IslaB¢erasra,
with a range of 0.0 percent to 11.8qent.

Vacancy Rate Distribution

Low 25% Mean Median 75% High
0.0% 1.4% 2.9% 2.3% 4.0% 11.8%

As of Juy, 2017. Source: Reis Reports

The mean asking rent for apartment space as of July 2017 was $2,022 per month. As the table below
indicates, askingents vary substantially, from a low of $1,369 to a high of $3,402 per square foot.

Asking Rent Distribution

Low 25% Mean Median 75% High
$1,369 | $1,682 | $2,022 | $1,861 $2,285 | $3,402

As of Juy, 2017. Source: Reis Reports



https://www.google.com/search?biw=960&bih=533&tbm=isch&q=home+for+sale+sold&revid=1144417455&sa=X&ved=0CCUQ1QIoAmoVChMI07jM4PWAxwIVxZceCh2gRARP

Asking rents arsubstantially higher for apartments built after 2009, as shown in the table below.

Asking Rent by Age
“fear Built Rent

Before 1970 51,988
19701979 $1,753
1980-1989 $1,853
1990-1999 $2,133
2000-2009 52 427
After 2009 F3.02
All 52,022

As of July, 2017, Source: Reis Reports

Reflecting the low vacancy rates, asking rents have risen at a faster rate on Long Island in comparison to
NortheastCensus Regioand nationally, as indicated in the table below.

Asking Rent Growth Rates

Asking Rent Growth

Quarterly Annualized

2Q17 1Q17 YTD Avg [1Year [3Year [5Year
Long Island 1.0% 0.1% 0.6% 4.0% 5.0% 4.7%

Northeast [1:1% 0.5% 0.8% 2.4% 3.8% 3.6%
1.3% 0.6% 0.9% 3.9% 4.6% 4.1%

United States
Period Ending:  [06/30/17 (03/31/17 |06/30/17 [12/31/16 [12/31/16 [12/31/16

As of Juy, 2017. Source: Reis Reports

Long Island’s Economic Outlook

#% Anchored byfavorable conditions in the business sectorsoiil consumer
spending, the Long Island econorpntinues tdook favorable going forward. But
there is some cause for concernlagk of sustained, solid wage growth and a
stagnant real estate sector pose potential threats to continued spending and growth.
While home sales prices have risen, sales have failed to respdmdpodsible
reasons for this puzzling pattern of risingriesales prices and declining sales, and
the prospects going forward are discussed below in the Focus section of this report.




FOCUS On... The Real Estate Conundrum

Real estate prices in the US continue to rise while inventersgpply— falls. These patterns are leg
pronounced in the Northeast and on Long Island, but are still apparent. At first blush, this is n
economic theory would seem to predict. So, what can explain this phenomenon? And what m

expect going forward?

Turning to the first question, economics can still provide useful insight, though the explanation
more involved. Potential sellers do not put their homes on the marketist&grks prices rise. They al
heterogenous along a number of dimensior@meshave to sell, possibly because they are relocatin
job-related reasons. And they differ in terms of what they paid for their homes in relation to wh
can get if they were to sell now. Some homeowners bought when market prices wereyréatived
they can realize a tidy profit were they to sell. But for those who purchased their homes when thg

was at its peak, current prices may still be too low, leaving them under water if they were to sell ]

In such a situation, one careplict that some owners will sell quickly in response to modest price incr
while others play a waiting game, hoping that prices will continue to rise. As the former group se
homes, fewer and fewer of them come onto the market, while thedsgemmp continues to wait and wi
only sell if they can get their price. In such a case, one may well observe rising sales prices evs

available supply is dwindling.

What does this mean for future reals estate prices and sales? One possibditypiges will continug
to rise until people who bought at the peak find it profitable to sell and more homes come onto the
If that is true, we would observe a consistent pattern of rising prices and supply. But there is a f
ointmenthere. And that is on the demand sign. Simply put, prospective buyers want choice. If s
wants to buy a ranch home but only sees colonials on the market, or if few homes are availab
school district where they wish to purchase, that potehtiger may become discouraged and s
looking—demand falls. And in a world where both supply and demand are falling, it is difficult t
how prices can rise to call forth further supply. The market will simply staghaten g | s | a
labor market and high consumer confidence offer some reassurance against falling demand. But it

to be seen whether this will be enough to push the real estate market onto a path of stronger gro




