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MARY BETH LABATE: All the players are here
so why don't we get started.

I would Iike to wel cone everyone to the
annual Econom ¢ and Revenue Consensus Forecasting
Conf erence.

My name is Mary Beth Labate. |1'mthe newy
appoi nted director of the budget.

Joining ne today on this forecasting pane
are, fromny right, Senator John DeFrancisco, Chair
of the Senate Finance Committee;

To ny left, Assenblyman Herman Farrell,

Chai rman of the Assenbly Ways and Means Conmittee;
Senat or Val esky, |DC Deputy Conference
Leader, and nenber of the Senate Finance Conmittee;
Senator Martin Dilan, Senate Fi nance

Commi tt ee;

Assenbl yman Robert Gaks, Ranki ng Menber of
the Assenbly Ways and Means Conmittee;

And, Robert Ward, deputy conptroller

' m pl ease to be presiding over the panel for
the first tine.

Today's conference represents the first step
in what we all hope will be a collaborative and
coll egial march towards a state budget that every

New Yor ker can be proud of.
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Each nmenber of this panel will have an
tal ki ng about to provide brief operating remarks.

Afterwards, we'll hear testinony froma
cross-section of experts who will offer their
per spectives on the current econom c and revenue
situation.

Let's start with sone good news.

As hard as it may be to believe, we're
headi ng towards the begi nning of the seventh year of
this nation's recovery fromthe G eat Recession, and
there are good reasons to feel optimstic.

Energy prices are at their |owest point since
early 2009, a windfall for all Anericans on any
range in the income spectrum

The U. S. econony saw two quarters of growth
above 4 percent in 2014.

I ndeed, | ast year alone, the nation's private
sector created 2.6 mllion jobs, the nost since the
hei ght of the dot-com bubble of the |ate 1990s, and
I"'m happy to be able to say that we did it w thout
t he bubbl e.

Al'l of us can be proud that, of the

9.4 mllion private-sector jobs created between
2010 and 2014, over half a mllion were created here
i n New York.
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The national unenpl oynent rate fell to
5.7 percent in January, the |owest since 2008, while
the state unenploynent rate is at its |owest |evel
si nce Septenber of 2008.

New York's recent job gains have been
br oad- based and no | onger concentrated in the
| ow- wage sectors that characterized the earlier
stage of recovery.

The state is creating jobs in high-skill,
hi gh-wage areas, naking New York well-positioned to
conpete with anyone anywhere in the gl obal arena.

But all of these appealing statistics provide
no excuse to rest on our |aurels.

Not every New Yorker has been able to share
in our relative prosperity. W also know that
econonies in New York State are highly regionalized,
with many areas still working hard to recover the
jobs that were | ost during the recession.

W' ve cone a long way, and there is nore to
be done.

So, while we've a lot to feel good about, we
nmust rem nd ourselves that significant risks remain
a fact that's even the weather won't let us forget.

It is looking like our frigid weather will be

shaving a significant anount of growth of the
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econony's first-quarter performance.

I look to our panel of experts to offer sone
gui dance on that score.

Weat her aside, and despite a national |abor
market that is in its best position since the start
of the recovery, the nost recent data suggests a
substanti al deceleration fromthe m ddl e of | ast
year.

Bob Megna prom sed ne that woul dn't happen
when he convinced nme to take this job, but it seens
to be happeni ng.

The gl obal econony is weak, and it is unclear
how encouraged we should be by a recent spate of
green shoots, another area we | ook to our panel of
experts to conment on.

I think we can all agree, we have been
di sappoi nted before. It is tenpting to say that
with the recent weakening of the euro, naybe this
time is different, but the flip side of a weaker
euro is a stronger dollar.

And, again, we |ook to the panel to provide
us an assessnent.

For New York, one of the greatest risks lies
with the future action of the Federal Reserve.

I think all of our econonmc staffs agree that
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the Central Bank is likely to start raising interest
rates before the year is out.

Again, we'll ask the panel for sone gui dance
t here.

I don't think anyone in this roomneeds to be
rem nded that, as the nation's financial capital,
financial market volatility poses a particularly
| arge degree of uncertainty for New York.

Recent events have denonstrated how sensitive
mar kets can be to shifting expectations surroundi ng
federal policy -- Federal Reserve policy, and the
resulting market gyrations are likely to have a
| arger inmpact on the state econony than on the
nati on as a whol e.

Which bring us to the topic of Wall Street.

Last year was not a good year for the
financial sector.

Despite double-digit equity nmarket growh and
| PO growth of 60 percent, it appears that we are
seei ng the weakest bonus season in three years.

Al t hough Wall Street has al ways been a source
of high volatility, we've to recogni ze that
Wall Street is playing under a new set of rules and
may never again be the growh engine of state

revenue it once was.



© 00 N o o b~ w N P

N NN N NN R PR R R R R R R R
O A W N B O © O N o 00 »h W N L O

Wall Street firns have been altering their
executi ve-conpensation practices in response to
regul ations that are still being witten under
Dodd- Fr ank.

W' ve observed dramatic reductions in the
cash portion of bonuses in favor of equity grants,
with large portions of conpensation being deferred
and subj ect to cl awback.

Mor eover, deferral patterns have changed from
year to year. These changes, while necessary, have
chal | enged our forecasting nodels in ways that we
are still trying to sort out.

Thanks to the greater diversification of the
state econony, and | mnmight add, prudent budgeting on
all of our parts, we are weathering the weakness in
bonus paynents w thout too nuch difficulty.

That said, this is exactly the right forum
for acknow edgi ng the added uncertainty to our
i ncom ng revenue projections, and nust -- and we
nmust resolve to plan accordingly.

Nevert hel ess, again, there is nmuch positive
news.

The state | abor market remmi ns strong and
wel | - bal anced.

New York remains a tourist nmecca, draw ng
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visitors fromall over the world to our state's
uni que urban and natural attractions.

The state's business-service industry is
serving a growi ng gl obal nmarket, and our real estate
and construction sectors are | eading the nation.

So, while we're on a great path, our optimsm
nmust be tenpered with caution.

Al'l too soon, the current environnent of |ow
interest rates and easy access to capital will cone
to an end.

Hi storically, whenever the Federal Reserve
shifts froman expansionary to a contractionary
policy stance, the inpact on financial markets, and,
consequently, New York's revenue base, is
unf avor abl e.

Consequently, it is critical that we | ook
ahead and prepare ourselves for that day.

So, it is against this backdrop of economc
uncertainty that we enbark upon the
revenue- CONsSensus process.

It is inportant to note, that while there are
differences in our forecasts, at a fundamental
| evel, there is broad agreenent that New York faces
substantial risk given the nature of its revenue

base.
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W will need to take the type of responsible,
necessary actions proposed in the executive budget,
on both the revenue and the spending side, to
strengthen New York's fiscal position, and at the
same time, provide the tax relief, particularly from
the state's high property taxes, that m ddle-class
New Yorkers so richly need and deserve.

For four years, we've worked together to
enact an on-tine, fiscally responsible budget that
enbraces the principles that state spendi ng nust
grow nore slowy than the overall econony.

Wth the establishnment of the 2 percent
spendi ng benchmark, the unsustai nable trends of
yest eryear have been reversed and we are seeing
nmeasur abl e i nprovenents in the state's financia
position.

By controlling and managi ng spendi ng grow h,
we' ve reduced the need to engage in
over | y-aggressi ve revenue projections.

Al'l parties deserve credit for responsible
budget - maki ng, and | thank you all for your
cooper ati on.

Each of the forecasts before us today
represents a good-faith contribution to the

consensus process.
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Looki ng ahead, | know we're all commtted to

neeting the statutory March 1 deadline for a
consensus-revenue agreenent.

Revenue consensus is an inportant conponent
of achi eving our shared goal of a tinely and
responsi bl e enact ed budget.

And at this point, | would like to offer the
ot her nmenbers of the panel an opportunity to nake
t heir opening remarks.

SENATOR DEFRANCI SCO  Thank you.

| think what's really noteworthy here is the
fact that we passed a Budget Reform Act a few years
ago, and we used to routinely not conply with a bil
that we actually passed.

Over the last four years, | think, in no
smal|l part, due to adherence to that Budget Reform
Act, today, as part of that adherence, having a --
this meeting in time to cone up with a consensus is
extrenely inportant.

And, I'mglad we're on tinme again. 1'mglad
we got good experts to give us sone gui dance.

As a frequent watcher of CNBC, | usually have
no clue of what the speakers are tal king about.

And what | do, |I can acknow edge, that with

the econom sts, usually there's three with
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three different opinions, all going in different

di recti ons.

So | understand that.

That's why we've got so many experts today.

But, fortunately, in the three years that
|'ve been here before this year, there's been a
relatively close agreenent on what all of you have
to say, which makes our job a | ot easier.

So, | welcone all of you, and | | ook forward

to a fourth on-tine budget.

And, | just want to make an observation, that
| have been Chairman for -- a fifth on-tine budget
in a row

| have been Chairman of the Finance Committee
for four years. | don't think there's any
connection to that.

But I'lIl remain --

UNKNOMWN SPEAKER: [ | naudi bl e. ]

[ Laught er.]

SENATOR DEFRANCI SCO.  Ckay.

But, thank you very nuch, and | | ook forward
to hear what you have to say.

ASSEMBLYMAN FARRELL: Thank you.

| am pl eased to be here today.

Anything to get out of that basenent.
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13
[ Laught er.]

ASSEMBLYMAN FARRELL: The Ways and Means
Committee staff forecasts an acceleration in the
U S. economc growh, and a steady inprovenent in
the state's enploynment and inconme for this year and
next year.

As this forecast is not w thout risk,
however, | | ook forward to hearing not only the
panel 's thoughts on the econonic outl ook for the
state and the nation, but also your views on the
ri sks that we face here at home, and abroad.

The i ndependent anal ysis you share with us
today will provide a solid foundation for us as we
di scuss and debate vari ous aspects of this budget.

And | thank you for being here today, and
I ook forward to hearing about your conments.

Thank you.

SENATOR VALESKY: Thank you, Director Labate.

I want to join ny |legislative coll eagues,
Senat or DeFranci sco, Assenblyman Farrell, who,
jointly, will conclude tonorrow the public-hearing
revi ew process of the state budget proposal, so we
continue to neet the markers to, potentially, |ead
to that fifth on-tine budget.

Let ne just suggest, fromny perspective as
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Deputy Leader of the Independent Denocratic
Conference, that | and the nenbers of the Conference
| ook forward to once again having a partnership role
with the Senate Republican Conference in neeting

t hese benchmarks in enacting a fifth on-tinme budget
that maintains the fiscal responsibility that we' ve
seen under the Governor's | eadership these past four
years.

And I'mconfident, that in that spirit of
cooperation, that we will indeed be successful in
our efforts.

Thank you.

ASSEMBLYMAN QAKS: Yes, thank you

It's nmy pleasure to be here as well.

As ny col |l eagues have nentioned, we are in
the mdst of a process that, in adhering to it, it
does feel a bit conpressed, though, as we've run
from budget hearing, and have that continuing on
while we're here for this.

But, this is always enlightening for us.

You know, we've sone of our people who crunch
t he nunbers and do our best. And fromthat, we're a
bit less optimstic than the Assenbly Majority in
how sonme of the revenues m ght cone in.

Actual ly, the Governor, in his 30-day

14
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amendnents, brought some of his expectations on

personal incone-tax growmh closer to where we are;
but, in essence, we're all in the sanme ball park
There aren't varying or wi dely divergent views.

And so | think that's hel pful as -- from our
perspective on this side of the table.

And, hopefully, in listening to you today,
and whatever, we will have either our perspectives
confirmed, or else push us perhaps in alittle bit
different niche or direction.

But, always appreciate the opportunity to
hear your professional perspectives.

SENATOR DI LAN: Good afternoon

I"m State Senator Martin Mal ave Dil an,
18th Senate District in Brooklyn, and I'm here
representing the Denocratic Conference.

And Ranki ng Menmber, Senator Liz Krueger, and
I, look forward to listening to the distinguished
panel, and we, too, |ook forward to an on-tine
budget .

Happy to be part of the process.

Thank you.

MARY BETH LABATE: Thank you.

M. Ward?

ROBERT B. WARD: And on behal f of
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Conmptroller Di Napoli, I think the remarks that have

been made about the progress the state has made,
econonically and budgetarily, the need to continue
novi ng ahead and to | ook realistically at the risks
that are out there, were all very well said.

And, | ooking forward to the insights from our
experts here, and we thank you for your tine being
W th us.

MARY BETH LABATE: Wth that, let's hear from
the people that we're here to listen to.

We'll start out -- and I know we're supposed
to have two of the panelists on the phone. | don't
know i f we've gotten confused.

So why don't we start out with M. -- wth
Ken, and we'll just go down the row.

KENNETH MATHENY: Ckay, great.

So is that turned on?

It is?

kay.

kay, wonderful .

"' m Kennet h Mat heny, w th Macroeconom c
Advi sers.

Thanks for letting us participate in this.

I"mgoing to focus nmy conments on the

U.S. macroeconony, so | won't have nuch to say about
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New York State, for exanple, although |I'm sure sone
of what | say will maybe have sone ramfications for
t he state.

But, | do want to underscore before | dive in
and go through sonme of the slides briefly here that
we' ve prepared, that some of the comrents |'ve heard
inlast few mnutes, | would just underscore, a | ot
of sensi bl e conments.

You know, the outlook for the U S 1is
cautiously optimstic, | would say, in our terns,
but there are risks, and there are uncertainties.

One in particular that was nentioned, that
I want to underscore, and that is, how markets m ght
respond when the fed does begin to raise interest
rates.

| don't think there's nuch uncertainty that
the fed will be tightening fairly soon. Later this
year, naybe in Septenber, is the nost likely date at
t he nmoment .

But, there is certainly a question about, how
will markets respond as that tightening programgets
under way?

So, that's just one of a nunber of risks.

If there's tine at the end, | may highlight a

f ew nore.

17
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Al right, so let me dive in.
[Start of slide show. ]

KENNETH MATHENY: Turn right to Slide 2,
entitled "The MA (Macro Agenda)."

When you think about the U S., it's hard not
to think about us in a global context. There are a
nunber of gl obal pressures and thenmes that bear on
t he forecast.

Two that | will just highlight at the outset

What ' s happeni ng overseas in terns of rea
growt h, concerns about growh, particularly in
Eur ope, and maybe in Japan to sonme extent, and sone
of the international econom c and geopolitica
tensions that are reflected in financial markets
her e.

One of those is the rapid increase in the
val ue of the dollar on foreign-exchange markets.

And the second, and not wholly unrelated, is
the sharp decline in energy prices that we' ve seen
since last year. And those are having major inpacts

on the U S. econony, and, indeed, the global econony

today, and will continue to have inpacts on the
forecast.
We' Il draw sone of that out in a mnute.

18
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But, generally, our forecast is one of
noder atel y above-trend grow h; and by that we nean,
GDP growh for the U S., this is in real terns after
adjusting for inflation, on the order of about
3 percent, or alittle bit |ess, over the next few
years, and that's enough to continue to put downward
pressure on the unenpl oynent rate.

We've fallen sonething Iike 4 percentage
poi nts comi ng out of the recession -- or, the
G eat Recessi on.

We think the unenploynent rate at the
national level is likely to fall down into al nost
5 percent.

And | would have to say, if anything, the
bal ance of risks on that are to the downsi de.

| think it's nore likely we'll see
unenpl oynment below 5. Then, a year and a hal f,

2 years fromnow, we'll see it's at 6 or 6 1/2,
somnet hi ng hi gher than where we are today.

So, strong -- noderately strong grow h.
Conti nued decline in unenpl oynent.

W -- key assunptions -- or, factors in the
forecast are, we assune that oil prices and energy
prices, generally, will rebound, but slowy.

W won't get anywhere back over the next
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couple of years to the sorts of oil and gasoline
prices that we saw, say, 9 to 12 nonths ago.

W al so assuned that the dollar will decline,
going forward. W think it's overshot a little bit
on the upside. And as the dollar depreciates,
that's going to have sone inpact on inflation and
growt h, particularly in the trade sector

General ly speaking, financial conditions are
fairly strong and are supportive of growt h.

There are a few caveats in there, but that's
general ly the case.

Banks are becoming a little bit nore | enient
in their | ending.

Ri sk spreads have narrowed.

Interest rates are | ow.

You know, generally, the financial conditions
are supportive of strong growh, and that's
reflected in very strong gromh in what we
conmponent -- a large conponent of GDP we call
“"private final sales to domestic purchasers.”

So this is a key nmeasure of the underlying
strength of demand in the private sector, and that's
growing rapidly, 3 to 4 percent growh right about
this period of tine.

So that's helping to really pull the econony

20
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f or war d.

But, there are sone factors that are hol di ng
us back.

In the near term over the next few quarters,
we' re probably | ooking at sone declines in inventory
i nvestnment which will tenporarily restrain
GDP growt h.

And, of course, because of the strength of
the dollar, some concern about foreign denmand, we're
likely to see further declines in that exports, and
that's going to be exerting a little bit of
restrai nt on aggregate grow h.

But, that's not enough to derail the econony,
ei ther of those features.

And in terns of financial markets, we | ook
for continued gains in equities on a broad basis,
but much | ess than we've seen in |ast few years.

But, generally, as | noted, inproving
financial conditions.

So, that's kind of a big overview

I'"ve got a handful of slides after this.

"1l kind of dive through sone of them we'll be
very brief.

The next slide, Nunmber 3, rising dollar and

falling oil prices, this just put as little flesh
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onto the comment | made a m nute ago; which is, the
econony, both the U S. and gl obal, has been

i nfluenced by, first, the sharp run-up in the val ue
of the dollar over the |ast several -- since |ast
year, and, also, the very sharp decline in energy
prices.

And we've partial -- we're assumng partia
reverses of both of those features over the next
coupl e of years.

If we sort of put all of this together, what
does it nmean for the outl ook?

And that's in the next slide.

The bars in that chart are forecasts of
quarterly GDP gromh. This is at an annual rate.

And then the red line there, this all-red
line, is the path of the unenpl oynent rate in the
forecast.

So this is kind of, if you had to show t he
forecast in one picture, what would it be? It would
be this picture.

So, we've got GDP growth, as was noted. You
know, there's sone signs that the econonmy nay have
slowed down a little bit in the |ast quarter or two.

W're tracking Q4 GDP growm h at under

2 percent, between 1 1/2 and 2 percent now, just

22
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based upon the incomng nonthly data that we get.

And, QL, we're |ooking at sonething in the
lowto md 2's.

| think 2.3 percent is where we are today,
after the very latest report.

So growm h at the nonent doesn't | ook that
strong, but we expect growth to pick up.

And it goes back to the point | nmade a couple
of m nutes ago, that in the private sector, private
final demand is actually growing, particularly
which -- if you also pull out the net exports, is
actually growing at quite a robust rate.

We expect private final sales to donestic
purchasers, this key conponent | nentioned, to be
growi ng about 4 percent this year, and then growth
wel | over 3 percent over the next couple of years
after that. So, that's really powering the econony
f orwar d.

So GDP growth in the second half of this
year, we think, we will rise to well above
3 percent, and then ease back a little bit into the
high 2's after the second half of 2015.

Not spectacul ar by any stretch, but that's
still solid growth, enough to put downward pressure

on the unenpl oynment rate.
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I"mgoing to skip over the next slide, which
just adds a little color to my conment, that
financial conditions, generally, are inproving.

And, junp over to Slide 5 -- excuse ne,

Slide 6, entitled "Receding Fiscal Drag."

The point of this slide is to say, okay, |'ve
tal ked about the private sector, and the relatively
strong performance we're seeing right now in
private -- sort of the underlying strength of the
private sector. Wat's going on in the governnent
sector?

And as we all know, after the
Great Recession, we had, you know, massive stimulus
policies in an attenpt to kind of pull the econony
out of the recession.

As we got on the backside of those, that
stimulus was falling off, and that led to a | ot of
drag on growh over the last few years, particularly
up through 2013.

2014 was a bit of a transition year.

And as we go into the forecast, we actually
expect a nodest boost to growth com ng about through
fiscal policies, both state and | ocal |evels on an
aggregate basis, and at the federal |evel.

Now, that's not worth a lot. W're talking a

24
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coupl e of tenths of a percentage point in terns of

annual i zed GDP growt h.

What's inportant is, we don't have that big
drag that we had in years past; and, so, that's one
of the reasons that's sort of reinforcing our
expectation for fairly solid growth, going forward.

| nentioned, with strong growh, solid
growt h, that's somewhat above trend.

W expect the unenploynent rate to continue
to decline, and, generally, to lay -- for |abor
markets to continue to heal.

We | ook for payroll gains, on a nonthly
basis, for the entire U S., to average about
240, 000 persons per nonth over 2015, slowing to
about 180, 000 per nonth, on average, in 2016, and
somewhat | ess than that in 2017.

As growth slows, we think enploynent gains
will also slow down.

We al so expect a little bit of a -- sone
firmng in productivity gromh, so that means |ess
of that growh and output that's in the forecast
translates into enpl oynent growt h.

But, still, it characterizes as pretty strong
performance in terns of |abor markets certainly

getting better.
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We think the participation rate, which has
been declining for years, is likely to |l evel out.
In fact, there's signs that it has done so over the
past year.

So as the unenpl oynent rate's declining, as
wor kers are being drawn back into the |abor force
because they're experienced, so what they see:
There's nore enpl oynent out there. Enploynent's
growi ng and unenpl oynent's falling, the duration of
unenpl oynment is falling.

And we expect it to continue to do so, we're
going to see an increase in the
enpl oynment -t o- popul ation ratio, a key sort of
nmeasure of, you know, what's happening to, you know,
t he enpl oynent experience of adults, in the
aggregate, through the econony.

I"mgoing to skip the next slide in the
interest of tinme, and junp forward to Slide 9,

"Gl Price Drop and Dollar Rise to Press Near-Term
Inflation."

And, here, | kind of want to use this as a
vehicle to talk a little bit about the inflation
out| ook, and there are a couple of cross-currents
goi ng on.

One is, as we all know, inflation has been

26



© 00 N o o b~ w N P

N NN N NN R PR R R R R R R R
O A W N B O © O N o 00 »h W N L O

quite low of late, for two reasons:

One, we've got declines in energy prices, as
we' ve tal ked about, and that's hol di ng down, you
know, the decline -- rmuch | ower prices for crude oi
are translating into |l ower prices for things that
consuner care about; gasoline, perhaps, the nost
visible. And that's hel ping to push down headl i ne
inflation.

In fact, sone of the nonthly nunbers on
i nflati on have been negative of late. W had
anot her big decline in energy prices in January, for
exanpl e.

So, that's hol ding down headline inflation.
We expect it will continue to do so for a little
while longer, but, if energy prices kind of flatten
out and then begin to drift back up, that
devel opnent's going to reverse.

So underneath this, we also ook at what's
happening in inflation outside of the energy
conmponents, and we tal k about core inflation,
excluding the direct effects of food and energy.

Core inflation is also low. Not negative,
but Iow. Somewhere in the low 1 percent range; 1 to
1 1/2, dependi ng on which neasure we | ook at.

Now, the fed has established a target for
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inflation over the longer term of 2 percent.

We believe that, as the effects depressing
inflation fromlower energy prices and a stronger
dol | ar gradual |y dissipate, and as the econony
continues to strengthen, inflation will pull -- be
pul | ed back up towards |ong-run inflation
expectations which are also very well anchored at
2 percent.

So, we expect a gradual rise in core
inflation, and then | ayered, on top of this are the
effects of the swings in energy prices.

So if you look a headline inflation also
i ncludi ng energy, not just the core, that, too, we
think will settle in around 2 percent as we nove out
about a year and a half to 2 years from now.

Let's talk a little bit about fed.

Qovi ously, | abor markets and inflation are
the two key factors that tend to influence fed
behavi or .

As | mentioned, we expect, anticipate, that
the fed will begin its tightening reginme later this
year. W're assunming the first tightening will
occur in Septenber, and | think there's risks to
either side of that. But Septenber | think is a

good date to anticipate the first tightening.
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Initially, after that, the tightenings nay

not happen that rapidly. Maybe every other neeting.

But as we nove further into 2016, we think
the nost likely path is to have quarter-point hikes
in the fed funds rate at just about every neeting,
so that, by late 2017, the funds rate, we think,
will be back up to 3 1/2 percent, which is what we
peg for sort of the long-run equilibriumvalue for
the fed funds rate.

Now, key question is, how are financia
mar kets going to respond to that?

Certainly, other interest rates are going to
be pushed up.

Long-termtreasury yields, private-bond
yi el ds, and so forth, are going to be pushed up,
nortgage rates are going to be pushed up, as the
fed's tightening, and even in advance of that
ti ght eni ng.

But, will that response by financial narkets
be conti nuous and snooth and wel |l antici pated, or,
will it be just the opposite; will it be sonewhat
di sconti nuous?

And, you know, as was noted earlier, not
every tightening cycle has been acconpanied by a

ni ce, snooth progression and response of financia
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mar ket s.

So there's sone risk the financial markets
could respond in a discontinuous fashion, that there
coul d be sonme up-settle along this path to, you
know, renormalization.

That's certainly a factor to keep in mnd --
or, arisk factor to keep in mnd.

But, still, even with those increases in
interest rates, even by 2017, rates are still lowin
hi storical context.

So, in and of itself, higher rates are not an
i npedi ment to grow h and strong perfornmance, even
t hough there are sone risks about it.

| think the last slide, with, you know, sort
of numbers on it, that 1'll mention, is, Nunber 12,
"Leading to I nproved Househol d Bal ance Sheets."

Wth equities continuing to expect to rise,
we expect nodest gains in broad equity indexes over
next few years. Not as |arge as what we've had
recently, but, noderate gains, as profits and
di vi dends continue to rise.

That's going to support further increases in
househol d weal th, along with rising hone prices.

W' ve had big gains in household wealth over

the | ast few years, a very strong recovery. And we
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expect continued gains, albeit a smaller pace, over

next few years.

That's inportant, because it really
reinforces the strength in the consunmer sector.

So, | mentioned that consumer spending, early
on, is growing pretty rapidly now.

We're tracking gromh, you know, 3, 3 1/2,
al nrost 4 percent in sonme cases, in terns of rea
consuner spendi ng.

So, the outl ook there's strong, and, in part,
it's because of these wealth effects.

The other thing that -- is declining energy
prices are putting a little bit nore real purchasing
power in househol ds' pockets. That's also
supporting strong growth in consumer spendi ng.

But it's inmportant to bring the financia
aspect back in and circle back, and, you know, sort
of conplete the circle; say that's one reason why we
expect fairly solid growh.

So, I'd say that's a fairly, you know,
sangui ne outl ook. W're cautiously optimstic.

But, I can't end without noting that there
are a nunber of risks.

And the last two slides in nmy handout list a

very, very brief list, and we could nmake nuch | onger



© 00 N o o b~ w N P

N NN N NN R PR R R R R R R R
O A W N B O © O N o 00 »h W N L O

32
ones if we had tine, about a nunmber of the risks to

the outl ook for the U S. econony.

The point | would stress --

And I'"mnot going to read these back to you.
You can | ook them over. There's a nunber, and nany
nor e.

-- but the one point | would nmake, is that
the risks are not one-sided. There are not just
downsi de risks or just upside risks to the outl ook.

And I'll give you a coupl e of exanples.

It's easy to focus on downsi de ri sks.

I think financial markets, to sonme extent, if
you | ook at, for exanple, a very low | evel of
long-terminterest rates, treasury wll suggest
there's a |lot of focus on downside risk.

But here's an upside risk: Wage grow h has
been fairly anem c com ng out of -- you know, during
this recovery. There has been just very, very
little pickup in the growth of wages.

But as | abor markets tighten, as businesses
see nore growt h and demand and output, as the
unenpl oynment rate falls, as businesses have to work
harder to recruit the kinds of enployees they need,
| think we're going to see wage growth pick up

W' ve got some of that in our forecast, but,
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I think that the bal ance of risks there are probably

tilted to the upside.

If that happens, that nakes the outl ook for
consuner spending, and GDP growh, in general, | ook
alittle better, maybe even than what's in this
packet here.

So, with that, 1'lIl end nmy prepared renarks.

| don't know if you want to do a little Q%A
for a few m nutes?

MARY BETH LABATE: | know t hat Ken nay have
to leave a little earlier than [inaudible], so, if
anyone has questions now for Ken?

Anyone?

Thank you.

Moving on to -- | think we still m ght be
wai ting, so why don't we nove on to the
James Diffl ey.

JAMES DI FFLEY: Thank you.

Good afternoon, everyone. dad to be here
agai n.

| anticipated you speaki ng ahead of nme, as he
usual | y does.

So let ne report on IHS s projections for the
nation, and the state, in the context of this budget

process.
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First -- so we've got a slide set here, |I'm

sure that you all have.
[ Begi n new slide show. ]

JAMES DI FFLEY: U.S. econom ¢ expansi on w | |
conti nue.

W' ve, as the Director said, a windfall to
Aneri can consuners, across the board, in terns of
oil prices -- | shouldn't say across the board,
because there are negatives that we'll come to in
terms of the effect of higher oil prices. But,
cl ear accelerations in consumer spendi ng that
outwei gh all of the off -- sone of the offsetting
factors.

And hone buil ding, we hope, will boost rea
GDP growth, from 2.4 percent |ast year, to
3.0 percent in 2015, which will be the best year

since 2005, the strongest growh in GDP for a year.

Consuners step up spending in response to the

| oner energy prices, and robust gains in enploynent

t hat have now shown a very nomentous | abor nmarket in

the last half of |ast year, coinciding with rea
i nconme gains and net-worth gains at |ast.

The recovery in honme building, which is on
shaki er ground than the other things we're talking

about, but we think will gain nonentum as | abor
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mar kets i nprove and credit standards ease as they

have been, at |east gradually.

A strong dollar, all right, largely because
of the effects of the now favorable turn in terns of
t he bal ance of paynments with -- given |ow oil
prices, will be a negative on the net-export sector
reduci ng the demand for U S. exports, increasing the
demand for inports, by virtue of the exchange rate.

There wi |l be cutbacks, and have been
cut backs, in energy-related, oil and gas devel oprment
i nvestnments, not so nuch affecting New York State
directly, but it does affect indirectly in the
supply chain, but in various pockets across the
country.

We still think, by the way, just to give a
little regional flavor, that Texas will be one of
the | eading states in growh over the next few

years, but at a nore nmuted rate than it has been in

t he past.

kay, the -- and a slowdown in inventory
accunul ation will also be restraints on nmeasured GDP
gr owt h.

Interest rates are set to rise, and we've
been watching it for a while. And fed

Chai rman Yel l en gave a very detail ed speech earlier
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in week.

So we're | ooking at, over the next
three years, interest rates conmng up, simlar to as
Ken pointed out, as a nonetary acconmodation to
boost the econony gradually [unintelligible].

But we think fed is well capable of handling
the transition.

The price of now Dated Brent crude oil, the
standard is expected, for us, to average $47 per
barrel this year, and $63 in 2016. So, we don't see
it comng up very nuch in 2018, but it will cone up
a bit in 2016, but nowhere near the $100 | evel s that
we, until very recently, had been expect ed.

Al'l right, so a major boost for Anerican
CONSUNErS.

The second page of the handout shows the
graph of real GDP and enpl oynment rate, both
historically and in our forecast.

You'll notice the blue |ine com ng up, and
down. That's a -- neasures a -- six long years of a
cycle, with unenploynent rate rising dramatically to
al nrost 10 percent for the nation, and com ng down
continually till now.

The rate of decline in the unenploynent rate

will naturally fall off because we're getting cl oser
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to full enploynment, but fall off, in part, though,

because, as Ken nentioned, |abor-force participation
i s being encouraged, and that will add avail abl e

| abor force, which tends, by itself, to boost the
unenpl oynment rate, at least in a neasured sense.

But they'll be able to get jobs. Job growh will be
strong.

GDP growt h, you see the huge vertical green
lines just before 2015, that's the last two quarters
of 2014.

The -- we'll have an average of 3 percent for
t he upcom ng year, 2015 -- or, this year, 2015, and
conti nuous strong growth, as opposed to the GDP
nunbers we have seen between, say, 2011 and 2014,
where it was a few strong quarters foll owed by weak
quarters [unintelligible].

And that's why we conme up with, finally,

3 percent, which is a healthy long-termrate of
growh for the U S. econony in terns of real GDP

If you turn to next slide, we have a table of
GDP -- real GDP and its conponents.

Real GDP, you see the 3.0 in 2015. As
| said, the best since 2005.

Consunption, remenber this is real terns.

kay?
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The State collects nomnal dollars in sales

tax, et cetera.

But consunption is going, in real terns,
above 3 percent. And these are cal endar-year
neasures, by the way, at 3.6 percent in 2015,

3.3 percent in 2016, alnost 3 percent in 2017.

Resi dential investnment, mainly housing, and
housi ng starts, it's been up and down for the
real -estate recovery.

As you may know, only 1.6 percent gains in
2014. W do see double-digit gains, though, in the
next two years. That's the nost fragile part of the
forecast.

Home sal es at the start of 2015 have been
weak, you know, somewhat weaker than expected, so
we' |l have to watch those.

Busi ness fixed investnent, |less than a
6 percent in 2014, but still a healthy --

And, renenber, these are in real terns.

Ri ght ?

-- inflation-adjustnment terns, al nost
5 percent this year, and al nbst 6 percent next year.

Federal governnment, a nodest drag on gross
state and | ocal government now positive.

The net-export sector -- exports m nus
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imports -- the exports growing at a rate that boosts
the econony 3.3 percent, that's fine, but inports
are growi ng even faster at double [unintelligible].
And that's largely the consuner side.

kay. The next slide, let's tal k about
| abor-force participation, and you see our view of
it.

Labor-force participation has been a bit
puzzling.

The question is, why is it so | ow?

Part of that is denographics, an ol der work
force, and part of it is, of course, the lingering
effects of the recession and the vast increase in
the | ong-term unenpl oyed.

Because of the popul ati on agi ng, though, we
don't think the | abor-force participation rate,
which will be coming up -- if you | ook at the blue
line to the right of the vertical line, which is the
edge of the forecast, we do see it coming up a bit,
but not reaching previous | evels which you see in
the 1990s, above 65 percent, the neasured | abor
force as a percent of the working-age popul ati on.

So the unenpl oynment rate, while com ng down,
at least initially, will be comng dowm a little

slower than it has been; but, nevertheless -- so the
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upshot of this is, labor-force growth is going to be
smal l er than we have expected in the past.

So, job gains, once we get back to ful
enpl oynment, are going to be at a slower rate than
you m ght have expected, a couple of tenths.

And the sane is true in New York.

On the other side, we al so agree wage gai ns
have been nut ed.

The next slide.

Labor conpensation, we do expect to
accelerate, finally. Many of us expected 2014 to be
a breakout year in that regard. W' re now hoping
2015 wi l | .

You see the blue line there, the benefits;
but, al so, wages and sal ari es and total
conpensation, at faster rates. This is the growth
rate chart, so faster rates than we've seen since
2008, basically.

kay?

That's benefits, going forward.

The next slide, our view on oil prices, which
| nmentioned, just briefly, you know, to put this in
context: The unconventional supplies of oil in the
US., particularly in the Bakken Shale in
Nort h Dakota, which, as you all know, a lot of it

40



© 00 N o o b~ w N P

N NN N NN R PR R R R R R R R
O A W N B O © O N o 00 »h W N L O

41
flows through New York State, fromBuffalo to

Al bany, and down the Hudson, the -- and ot her
unconventional sources across the U S., including
Pennsyl vani a, have greatly increased the supply of
oi |

That was sonmewhat masked for a coupl e of
years by the disruptions in Iraq and Li bya. Right?
So it didn't depress prices as nmuch as it woul d have
earlier, a few years ago.

Now wi t h those countries now producing a | ot

of oil, now, suddenly, Saudi Arabia saw that the
price -- the equilibriumprice in the market woul d
come down dramatically, and they -- unless they cut

back. And they decide not to cut back, so they |et
it come down.

And that's the basic story.

We see oil production slowing in the U S in
t he second half of 2015, and around the world, of
course, in response to | ower prices.

Soit's a bit of alag in the negative
response of the high oil price -- the |ow oil
prices, sorry, in ternms of reducing oil and gas
investnment in the U S, and the multiplier effects
of that.

So, we get a bit nore of a drag on growth
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fromthat factor in the second half of the year

It doesn't overweigh -- outweigh the stinulus
fromincreased consunmer spending at |ow oil prices,
so we should be for low oil prices, by all neans.

But, there is a negative inpact that we'l|l
see | oaded to the second half of the year, as
opposed to the first half, and that explains sort of
the quarterly pattern that we see in real GDP
growth, or at |east part of it.

kay?

On the next graph, the graph shows how ruch
that neans to U. S. consuners.

Here, we've plotted the retail gasoline
price.

And our forecast of it, by the way, under
that scenario, we do see, ultinmately, oil prices
recovering in the world narket.

But the big drop here, and the -- related to
that is on the right-hand scale: Spending on notor
fuel s per househol d.

So this is the direct wwndfall to U. S
consuners: how rmuch they spend on gasoline at the
punp, and how nuch that nmeans to them

At the bottom if you |ook at the graphs,

it's, about, $1,000 per year is the benefit fromthe
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recent reduction in oil prices. So, that's a direct
sti mul us.

It happens for everybody in New York State --
every driver, for instance, in New York State, you
see the positive inpacts it has.

Next slide, we do think the recovery in the
housi ng markets wi |l strengthen.

I nmentioned | abor-force participation.

One of the things that happened after the
recession, is we started tal ki ng about what the
"new normal " mght be in ternms of household
behavi or .

One of the factors that we were concerned
about, or we had to watch -- we recogni zed we had to
wat ch, was the change in | abor-force participation
goi ng down in the recession, and would it recover?

kay?

Bi g question, going forward.

The second part is the change in househol d
formati on, which dropped dramatically during the
recession, for obvious reasons.

You know, students cane back home, young
adul ts cane back in househol ds; househol ds were
general |y bi gger.

That was not a surprise during the recession.
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But, at the same tine, because of the housing
bust, big houses becane sonmewhat out of fashion
relative to the past, and we were wondering about a
change i n househol d conditions.

And it was an open question as to how strong
househol d formation's going to be, going forward, to
support real -estate construction markets as healthy
as they had in the past.

The recent data have been di sappointing in
that regard, even in 2014.

Househol d formati on, as neasured by the
census -- which, by the way, is neasured with the
great deal of error, so you shouldn't -- you know, a
great deal of volatility, so you shouldn't take it

too seriously -- but there is a concern of the "new

normal ," including | ower rates of household
formati on, which neans the real -estate markets, in
general, won't conme back and be a driver for
econoni ¢ growt h, goi ng forward.

So what's happeni ng now, though?

The recent job growh does increase housing
demand.

The -- now, |ast year you saw noderation in

hone-price inflation.

We saw not incipient bubbles as we saw in
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| ast decade al though sonme coul d argue that; and, for

i nstance, the Bay Area in California -- in
San Franci sco.

But, certainly, not here, and, maybe --
except in Manhattan apartnents and hi gh-end housi ng
t here.

But, the noderation that we saw t hrough 2014
i ncreases affordability once again and hel ps to get
people into the market.

The | ower-incone and younger part of the
general honeowner-denmand segnment has been hanpered
by much tougher credit conditions than in the past.

You know, the standard now, is it requires a
20 percent down paynent, which was relaxed quite a
bit, too nuch, during the bubble, but, it could be a
little lower than it was [unintelligible].

It's alittle nore flexible now

And then there's the reduction in home equity
inalot -- that a |lot of people had in their

exi sting houses that they lost in the bubble.

So, we're still having trouble in the | ow end
of the market -- |ower-incone |evels, |ower
house-price levels -- getting demand.

And at the sane tinme, because fanlies are --

because of |ow equity, are discouraged from noving,
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that al so decreases the supply of homes in that
segnment too.

So, the high end of the market --
mllion-dollar houses, high-income houses -- are
doi ng better now, and the rest of the econony wl|
followwith -- particularly with inproving job
condi ti ons.

The supply of buildable lots we thought was a
problem partly due to credit conditions, because
the prospective builders had to get credit
avai lability there too.

Mul ti-famly units junped up in proportion,
and was -- is still going to account for about
one-third of the starts.

But, the single-famly market is the one
that's really com ng back

Young adults, as | nentioned, are del aying
hone owner shi p.

And, baby-booners, the flip side of it, the
ol der generation, is starting to downsize away from
t he McMansi ons, which puts downward price pressure,
of course, on those houses, which we'll have to
wat ch.

kay?

The next slide, the multi-colored slide, is
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ri sks to the forecast.

The Director nmentioned preparing for, not so
much downt urns, but weaker growh than we've had in
the past, and that's sonmething we do all the tine.

We al ways have three scenarios: a baseline,
and both the positive and negative, and we put
probabilities on them

Ri ght now we' ve got equal - wei ght ed,;

15 percent to the high side, 15 percent to the | ow
si de.

The | ow side includes the | ow househol d
formation, you'll notice in the bullets there, and
Il won't get into the rest of it.

But, what's the high side?

Q11 prices falling further;

Housi ng mar kets reboundi ng to, you know, nore
heal t hy | evel s qui cker than we thought;

And then gl obal economic growth lifting
U S. exports.

The European econony is -- has been in tough
shape.

We're hoping to get out of the mess there.
W' ||l see what the resolution of the Geece -- the
Geek crisis is. But, it does bode ill for the

general European econony which is the strong driver
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of growt h.

China, for exports, China is decel erating.

Al right?

Still going to have healthy growh, but
decelerating relative to what it has been.

India, on the other hand, is poised for
st ronger growt h.

So, those are the -- part of the scenarios
that we weaved toget her.

If you turn to the next slide, you see the
i mplications of those scenarios, in terns of at
| east one factor of inport here of interest here.

Real consumer spendi ng, between the red and
the green lines, is a total of 5 percentage points
in difference. And that would translate to
5 percentage points, and whether you're thinking of
real or nom nal spendi ng.

That's -- plus 3 percent on the upside in our
optimstic scenario. Mnus 2 percent on the | ow
side in our pessimstic scenario.

Again, with, roughly, 15 percent probability
on our side.

Turn turning to the regional outl ook, we've
got a couple of nmaps here.

And the nmajor thing we see, here, we're
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| ooking at growth -- job growh in the next year and
t he upcom ng year, through 2015, state by state,
across the country.

And you' Il notice New York in the | owest
segnent of that. W' ve got about one -- between
1.2 and 1.4 percent for New York State, in the tan
or gray, section there.

The south and west | ead.

Al right?

Now, part of it, first of all, it's already
in place. That's what 2014 | ooks i ke.

The -- but there's a little -- there's one
ot her factor you need to consider here.

The south and west still have a | ot of what
you m ght think of excess capacity, both in the
busi ness and | abor nmarkets. Their recession was
deeper than New YorKk.

New York, very early in the recovery,
regai ned all the jobs lost in the recession.

So did Texas in the md-section of the
country.

But California and Florida are way behind
that, and continue to be way behind, particularly
the southeast [unintelligible] Florida.

So sone of the growh rates that we see,

49



© 00 N o o b~ w N P

N NN N NN R PR R R R R R R R
O A W N B O © O N o 00 »h W N L O

going forward, right, are telling us is healthier
growh in the south and west now than in the
nort heast, particularly New York.

But, part of it is just a catch-up.

Al right?

So if we | ook over the course of the whole
cycle, New York has actually done pretty well.

But, that said, having done that, the
expected growth, going forward, in our view, is
goi ng to noder at e.

And I'Il cone back to the nunbers in a
m nut e.

Let's show the -- the next map goes to the
near-term 2015 to 2019, the next 5 years.

And, again, you see, not surprisingly, a

simlar picture of nore noderate growh in New York

and the northeast and m dwest that you see across
the country.

On the next slide, | ook at the sectora
detail of New York growth

And | agree with the Director's comments
here, that there has been a shift, or a greater
hel p, in the high-wage segnents, particularly in
what you see here, is the 3.5 percent professiona

busi ness servi ces.
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But, overall, enploynent growth has been

| aggi ng the nati on.

Most notabl e thing about this is the
fi nancial sector being very |ow, which, of course,
we' ve di scussed here. Very little growh.

And | know that Ronnie, and | think Jason on
the phone, are going to talk about New York Gty in
nore detail, so I'll leave that to them

But it's very interesting that New York's
growh up to this point has not been boosted by the
typi cal driver of growh, which is downstate --
downst at e fi nanci ng.

kay?

Looki ng across the netro areas, the next bar
chart, New York City, not surprisingly, |eads.

Al right?

|'ve given the broader New York netro there,
by the way, as well as the -- as well as
New York City itself.

Upstate New York, and particularly Syracuse,
Utica, the md-section, is weak.

Buffalo is not exceptionally strong, but
there's great prom se in Buffalo.

I"ve spent a lot of tine in Buffalo recently,

in the "Buffalo Billion," | think it's called by the
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Governor. But, there's a | ot of devel opnental

activity dommtown. And in the area, a |lot of
optimsm going forward, for Buffalo.

The next map shows hone-price gromh. This
is actually through the third quarter of 2014, the
| at est dat a.

Agai n, weaker real -estate recovery now in
New York. And that's, generally, actually true over
the course of the cycle.

Except for New York City, while the bubble
wasn't too high Upstate New York anyway, but the
rate of the expansion in the real-estate market is
sl ower than the rest of the country right now.

Put that in perspective.

We do have our forecast on the next slide,
the bar chart and graph, both of housing starts and
aver age hone price.

You see hone prices recovering by the end of
the decade to their peak across state, and by sone
nmeasures, they have already.

This is one particul ar neasure based on the
federal Housing Finance Authority.

But | want to point out the bar charts there,
the other bubble that occurred in the md-part of

the | ast decade, and that was in building itself.
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And, there, we don't see that com ng back in

New York at all.

kay?

And the question is how close the country
gets to their previous peak.

But there were -- in other words, there were
two bubbles: the price increases, and then crashed,
but al so the building increases.

And the building increases are really
affecting the real econony as well, driving demand
for construction jobs, and the liKke.

Summari zed on the next slide is New York
grow h by different econom c indicators across the
fiscal years. This is fiscal-year tabul ations here.

And you can see, gross state product, |ess
than 2 percent for fiscal 2014 and into fiscal 2015,
trailing the nation, as | said, but noving up, 2016
and 2017.

And, simlarly, you re seeing enploynent and
personal i ncone.

"Il make a note, because | was review ng the
budget publication ahead of time: The division of
budget adj usts their enploynent nunbers for expected
revisions, and they'll be out in a couple of weeks;

so, we'll see.
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We're using the existing DLS nunbers, so

that's why we're showi ng | ower growh, even in
fiscal '14, | believe.

W are, though, a little less bullish, or
nore bearish, about enploynment growth in the
upcom ng years, so -- but the actual |evel of the
nunbers was expl ai ned by that adjustnent there that
t he budget office makes.

So, what's the bottomline?

Trailing the nation now, part of that is due
to the relative shift, as the south finally recovers
and the west finally recovers fromthe recession.

W're trailing in jobs.

Wages are not as di sadvantaged, but, the
overall rate of growth, we do see it as |ower than
the nation, which is, of course, what you expect in
the long term to sonme degree, which is based on the
di ff erent denographics.

New York City clearly | eads the state, npst
not abl y, though, not the financial sector in
New York City.

There is optimsmin Buffalo, as | mentioned.

And the conclusion is, that we're going to
have gromh. [It's going to be noderate over the

near term over the budget cycle, going forward.
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Thank you.

HUGH JOHNSON: Can | interrupt?

| don't nmean to interrupt, but | have been
getting sone notes that nobody can hear ne.

Can you hear ne?

SENATOR DI LAN: W can hear you, yes.

JAMES DI FFLEY: W can now, Hugh

HUGH JOHNSON:  Ckay.

I"msorry to interrupt, but that's -- the
notes |I've been getting, and | thought | was pl ugged
in, but, I didn't know.

kay, | amon, so, if anybody -- whenever you
want me to speak, |I'Il be happy to speak.

MARY BETH LABATE: kay, very good.

Let ne just see, are there any questions of
M. Dffley?

SENATOR DEFRANCI SCO  Yes, page 3, when you
tal k about the unenploynent rate, are you talking
about all people unenpl oyed, or all people that are
seeki ng enpl oynent that are not in the job narket?

JAMES DI FFLEY: Right, this is the narrowest
nmeasure, which is those people who are in the | abor
force and actively ook for a job, what percentage
of those people are not --

SENATOR DEFRANCI SCO Do you have any
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estimate as to the nunber, what the percentage would
be, in terms of people that aren't in the | abor
force?

JAMES DI FFLEY: The BLS (the Bureau of Labor
Statistics) has six different neasures. The | argest
one is, roughly, double this.

| don't know the nunmber off hand, but, you're
right, it would be above 10 percent now.

SENATOR DEFRANCI SCO  And what's the -- what
are the factors in trying to get nore people in the
mar ket ?

JAMES DI FFLEY: Well, it's di scouraged
wor kers, for one.

And that's the interesting thing, when | talk
about the | abor-force participation rate increasing,
and hence nmuting the further fall in the
unenpl oynment rate, that's getting those peopl e back
into the | abor force.

They conme back in | ooking for a job, and
t hi nk-about the time |ag here.

When they don't find the job, they count it
as unenpl oyed.

So that by -- being unenpl oyed now, as
opposed to being outside the |abor force, that tends

to boost the unenpl oynent rate.
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There's not hing negative that's happened in

t he econony, other than these people |ooking for a
j ob.

But with job opportunities expandi ng when
they find jobs, that then reduces the unenpl oynent
[unintel ligible].

kay?

SENATOR DEFRANCI SCO  Well, | guess ny
concern would be, if you're really hurting and you
need food for the table, you'll get a job.

It may not be what you're | ooking for, but
it's ajob, and it puts | ess pressure on governnent
forces having to take fromothers to pay for the
person who chooses not to take the job.

I think I've asked you the sanme question
bef or e:

I don't even know when the unenpl oynent
i nsurance has expired. | knowit was up to 99 weeks
at one tine. | haven't followed it.

But, how | ong can soneone have
unenpl oynment -- get unenpl oynment insurance -- or,
unenpl oynment paynents?

JAMES DI FFLEY: Well, the extension from --
it's normally 12 nont hs.

The extension to two years has ended.
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SENATOR DEFRANCI SCO.  It's ended, as of when?

JAMES DI FFLEY: | don't have -- | forget the
exact date.

SENATOR DEFRANCI SCO.  But is there --

JAMES DI FFLEY: Sone economi sts have studi ed
it and prescribed a couple of tenths of a percentage
poi nt increase in enploynent follow ng the
expi ration, because --

SENATOR DEFRANCI SCO  That's what | was
getting at; has there been any indication that that
has happened?

That --

JAMVES DI FFLEY: There is an indication --

SENATOR DEFRANCI SCO.  -- there are nore
peopl e | ooking for a job?

JAMES DI FFLEY: There is an indication, and
it's a debate over the size of the effects.

SENATOR DEFRANCI SCO.  \Where can | find the
paraneters of the debate?

JAMES DI FFLEY: Well, 1'Il give themto you
af terwar ds.

SENATOR DEFRANCI SCO  kay, thank you.

JAMES DI FFLEY: By all neans.

But one other factor, though: Wen

I nmentioned six different neasures in the
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unenpl oynment, one of them i ncludes the group of

peopl e who are, for instance, taking part-tine jobs
even though they'd rather have full-tine jobs.
And you al so want to consi der people who are

taki ng, as you say, nore nenial jobs when they woul d

rat her have -- they have higher qualifications.
Al'l of these things -- an expandi ng econony
will benefit all of those things, reduce all of

t hose adverse situations.

SENATOR DEFRANCI SCO  Thank you.

MARY BETH LABATE: Anyone el se?

Hey, M. Johnson, we're going to give you a
try. Hopefully --

HUGH JOHNSON: Thank you.

Thank you very much, Madam Budget Director.

And, | commend both Ken and Jimfor their
very conprehensi ve and useful discussion on what's
goi ng on in the econony.

It's very hard for nme to be able to say
sonmet hing that they haven't already touched on and
given you all the information that you really
probably need.

But, at any rate, thank you very nuch.

And, hopefully, hopefully, you can hear ne

clearly. That's inportant.
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And, once again, thank you very much for

inviting nme back to participate in a pretty
i nportant part of the budget process.

Let ne -- let me -- "'mnot -- you have a
handout, and |I'm not going to |abor through the
handout .

I"mjust going to try to hit what | think are
the inmportant points that are contained in the
handout, and you can sort of fill in by reading the
handout, or add to what |I'm going to say.

The approach that 1've had in the past in
talking to you, and the one | want to pursue today,
is -- whichis, first of all, to start with, what
| take to be the nobst inportant question that faces
not only investors, but also faces policy-nakers
such as yourself, and particularly a part of the
budget process, and the real key question, the nost
i mportant, crucial question, is: Do we have further
to go in the current stock market econom c-expansi on
interest-rate cycl e?

And if we do, that's good news.

And, obviously, if we don't, that's not such
good news.

What | like to do is to take a | ook at the

financial markets as giving ne an idea, a fairly
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good i dea, probably better than forecasters, as to
whet her, indeed, we have further to go in the
current cycle.

And if you look at the performance of the
financial markets, and | tal k about both the equity
markets, as well as the fixed-inconme markets, as
well as all international markets, if you asked the
guestion, "Based on the performance of the financia
mar kets, do we have further to go in the current
cycl e?" an answer which has al ready been, both,
inmplied, as well as stated by Ken and Jim is the
answer -- and the answer is yes.

Now, | would add, inportantly, that there was
a time, between January of 2014 and the so-call ed
“correction lull"™ of October of 2014, when you begin
to question that, or ask the question, or,
basically, have the inpression, that nmaybe we don't
have further to go.

G ven the perfornmance of the financia
mar ket s since Cctober 15th, the equity markets and
the fixed-income narkets, you have to concl ude that
t he nessage of the financial markets is, indeed,
that we do have further to go in the current cycle.

There are sone -- there are some vari abl es,

I'Il call them"internal fixed-incone variables,"
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that seened to be suggesting ot herw se.

For exanple, the spread between corporate
bonds -- BAA corporate bonds and 10-year treasuries
has begun to w den, suggesting that the fixed-incone
i nvestors are concerned about somnething and
unwi Il ling to take greater risk.

But, generally speaking, if you | ook at the
performance of the broad-based stock market sectors
within the stock narket, capitalization within the
stock market, even the yield curve, you're left with
the inpression we do have further to go in the
current cycle, whichis, as | nentioned, is fairly
good news.

Not only is that the nessage of the financia
mar kets col | ectively, but that nessage is, in ny
view, confirmed by what | take to be pretty
i nportant nonetary and economni c vari abl es.

Qobvi ously, Federal Reserve policy has been
accommodati ve. Understatenment of the year.

In addition, as was nentioned by the two
previ ous speakers, we're seeing a pickup, or even an
accel eration, nmaybe that's too strong of a word,
and -- in bank |ending.

Money growth is certainly a strong, or

certainly solid.
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Liquidity conditions are positive. There's

enough liquidity to drive both the econony and the
financial markets.

And all of this shows up in |eading
i ndicators for the econony, which have continued to
expand, havi ng expanded in 10 of the last 12 nonths,
bei ng unchanged in one nonth, and declining in
one nont h.

So, from 30,000 feet, |ooking at the
performance of the financial narkets, and the
performance of what | take to be inportant nonetary
and econom c variables, the outl ook is positive.

O, the current bull-mrket econom c expansion, and
eventually we'll get to it, rising interest-rate
environnent, wll continue through 2015, and with a

l[ittle luck, 2016 as wel .

In addition -- after having sort of |ooked at
it fromthat point of view, |I've included -- in the
handout, |'ve included what -- a couple of tables:

One whi ch shows the consensus forecast for a
| ot of the nunbers that you're going to need to use
in forecasting-revenues nunbers, that | take from
t he consensus, as neasured by Bl ue Chip economnc
indicators. That's about as good as anyt hi ng.

| also have a table in there that shows ny
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f orecast .
Essentially, the first question -- everybody,
and | include Macroecononic Advisers and |HS, are

general ly around the sane nunmber on overall econom c
grow h for 2015 and 2016.

| take a look at not just their nunmbers, but
al so the nunbers that | just got which show the view
of the Department of Budget, Senate Majority, Senate
Mnority, the Assenbly Majority, Assenbly Mnority,
on gross donestic product, or the top |ine of
econoni c growth, and everybody's pretty nuch around
t he sane nunber for 2015 and 2016. Essentially,
around 3 percent.

| don't think there's any reason to strongly
argue with that.

As | said in the past, there's a little bit
of whimsy to the |level of confidence | have in the
forecast for, let's say, 2015, through the forecast
period -- the 2-year forecast period, you tend to
see the consensus pull in one direction.

It starts either too high, and continues to
decline through the 2-year forecast period, or it
starts too low, it tends to rise.

This time, sort of uniquely, the consensus

forecast for 2015, and, again, that's around
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3 percent, has been pretty flat, suggesting -- and,

again, this is whinsy, as opposed to economnic
research, suggesting the current consensus of around
3 percent is probably -- probably the right nunber

What has been nentioned, which is a little
bit odd, is the -- well, I don't knowif | would
call it odd, but what has been nentioned by --
certainly by Ken, is the nunbers that you're going
to look at for inflation, both headline inflation
and core inflation; but particularly headline
inflation.

And, when you get to that nunber, you're
going to see -- nost likely, you're going to see a
year -over-year nunber for 2015 which is bel ow
1 percent, and a year-over-year nunber for 2016
which is either just below 2 percent, the Federa
Reserve so-called "target," or just above that
2 percent target.

| see that the so-called, sort of, "five-way
average," Assenbly Majority, et cetera, is
.2 percent for 2015, and 2.2 percent for 2016.

| think "15 is going to be higher than
the .2. | have it at about.9.

Forecasting inflation, believe ne, folks, is

extraordinarily difficult, and I have it a little
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bit below that 2.2 percent for 2016.

So I, quite frankly, would probably cone up a
little bit on the 2015 five-way average of
.2 percent. And | think the 2016 nunber of
2.2 percent is probably about right.

| don't have any reason to really differ
strongly.

A lot of the other nunbers, whether we | ook
at corporate profits, non-farm payroll enploynent,
and personal income and wages, | woul d probably stay
fairly close to what is -- what |I'm|l ooking at,
which is the five-way average.

Yes, | have personal incone at |ess than the
4 percent of 2015, or 4.4 percent.

Yes, | have wages at |ess than 4.5 percent
for 2015.

But there's a very strong consensus anong the
various forecasting units of the, roughly,

4.4 percent, and 4.5 percent, for incone and wages.

I would nost |ikely, even though I'ma little
bit | ower, probably stick with those nunbers.

These are inportant nunbers because they're
going to drive -- ultimately drive your forecast for
revenues.

Three-nonth treasury bill rate, you're
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probably fine on 2015, but too high on 2016.

The nunber you have for 2016, which is
1.5 percent, on average, for 2016 over 2015,
inmplies, statistically, that the Federal Reserve is
going to be far nore aggressive in raising
short-terminterest rates, that | believe is the
case. So, | think that number has got to conme down.

| mght add, that | agree with Ken, that
we're tal king about -- | was tal king about June.

But after listening to Janet Yellen and
t hi nki ng about it, particularly | ooking at some of
the nore recent nunmbers on inflation, | think
Septenber is probably a better bet as to when the
Federal Reserve has what we're now | guess calling
“lift off"; or starts to raise short-terminterest
rates.

If they start in Septenber, the nunber of
1.5 percent that you have for short-terminterest
rates is sinply too aggressive, it's too high.

And | mght add, inportantly, that the yield

on a 10-year treasury, | don't think it's going to
get to -- I"mincluding 2016, to get to over
3 percent until late 2016 at the earliest.

In other words, the consensus forecast for

| onger-terminterest rates, in ny judgnent, is also
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sinply too high.

Those are nunbers which you m ght want to
adj ust as we take a | ook at things.

| also have in there nunbers about
New York State; nunbers that have been referred to
al ready: New York State, and how New York State is
going to fare conpared to the national econony.

Li ke -- as Jim has suggested, whether | | ook
at the I ndex of Coincident Econom c |Indicators for
the U.S. or New York, or | look at the growth rate
of non-farm payrolls for the U S. and New York, the
unenpl oynment rate, growh of the |abor force, it's
going to continue to be the case, that -- the lack
of a better way of saying it, that New York State
econony is likely to hover bel ow the nati onal
nunbers.

So, for exanple, with the growh rate of the

nati onal econony, growh rate of non-farm payrolls,
bei ng about 2.0, nmaybe a little bit above that,
I would agree with Jimthat we're probably going to
be closer, for New York State, about 1.4 percent for
both 2015 and 2016, which is below the results we're
going to see for the nation as a whol e.

| mght add, that there are a nunber of

netropolitan statistical areas in New York State,

68



© 00 N o o b~ w N P

N NN N NN R PR R R R R R R R
O A W N B O © O N o 00 »h W N L O

and these are across New York State, Upstate

New York, which are likely to experience, with one
exception, Elmra, but experience positive growmh in
payrolls in 2015 and 2016, for the two years.

But, you're going to see the -- an ongoi ng
di sparity, | guess is the way to say it, or
di vergence, between the growth of payrolls for
downst ate and upstate, with areas such as Buffalo.

Now, | tend to -- | understand about the
upbeat assessnent of Buffalo. | hear it nyself.

But when | crunch the nunbers, and this could
be m sleading, |I could be off base, but the nunbers
| get, Buffal o, Rochester, Syracuse, Elmra, and
Bi nghanton, are -- they're positive, but they're
certainly not -- certainly not equal to what we see
for New York State overall, or, for various areas of
Downst at e New Yor k.

There are sone areas in Upstate New York
where | would forecast, interestingly, and
surprisingly, somewhat strong nunbers. Kingston,

A ens Falls, Uica, Al bany, interesting things going

on there, | think; particularly in the Al bany area.
Federal Reserve policy, |'ve already
ment i oned.

As | mentioned, Ken and Janes have done a
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really good job on taking a | ook at Federal Reserve

policy.

It's pretty close to guesswork, but based on
recent inflation nunbers, and what's going on in the
inflation side of things, and |listening very
carefully to Janet Yellen, who has nmade it fairly
clear that the fed is not going to raise interest
rates at the next two neetings, that there's room
| guess in her mnd, for significant inprovenent in
enpl oynment conditions, broadly defined. And that,
al though it's going to take tinme, over tine, that
the rate of inflation will approach that "2 percent”
nunber, and that gets to that 2 percent in 2016 that
| mentioned before.

But |istening to what she has to say, | think
probably the nost sensible conclusion is to conclude
that the Federal Reserve is likely to nove in
Sept enber .

| also have nunbers in there on what | think
that inplies for interest rates.

And as you can see fromthe nunbers that
| have, that it inplies, statistically, that
interest rates are not going to be anywhere near as
hi gh, both short-termand |ong-terminterest rates,

as is currently forecast by the consensus.
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| have sone nunbers there on housi ng which
are fairly good, so it |looks to ne as though housing
is going to be pretty close to consensus, if not a
little bit above consensus, as we nove through 2016.

St ock prices:

| think this is pretty much inplied, or
actual ly nmentioned by both Ken and Janes; and that's
that nmy expectation is, we've really good years in,
obvi ously, 2013 and 2014.

The growth rate of profits |I think is going
to come down and be md-single digits, as it was in
the fourth quarter.

Wth the gromh rate of profits, whether
we're | ooking at corporate profits or whether we're
| ooki ng at S&P 500 operating earnings, md-single
digits.

That's not particularly good news for a
stronger growth and stronger rise in stock prices.

And, in addition, if the Federal Reserve is
| eaning towards restraint or starting to raise
interest rates in Septenber, that's not very good
news for price earnings; the expansion of
price-earnings ratios.

Price earnings-ratios are likely to come down

just alittle bit.
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And if you put the two of those together, the
two primary drivers of stock prices -- again,
profits, on the one side; interest
rates/price-earnings ratios, on the other side --
about the best you can do is nake the case for, in
nmy judgnent, md-single-digit growh rates, or rise,
in stock prices; md-single-digit average annuali zed
rates of return.

That's good news in some ways, because it
wi |l be higher than the bond market which will be
pretty close to zero to 1 percent.

But, nevertheless, it's not going of be as
good as 2013 and 2014, and that's going to have an
i npact, and not a particularly good one, on
Wall Street, which gets you, of course, to -- gives
you a variable on thinking about revenues.

W' ve tal ked about the risk to the forecast,
enmer gi ng nmarkets and devel oped narkets or foreign
mar ket s, Eur ope.

My expectation, |ike everyone else, is that
the price of oil is going to go up to between 60 --
West Texas Internedi ate between 60 and 70 dol |l ars
per barrel.

But having said that, the danage that's being

done to the econony of Russia, | expect it to
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contract 3 1/2 percent in 2015. That will have

some, but not a significant, inpact on Europe.

It will have sone inpact on the U S It's
not going to derail the recovery or the cycle in the
US., but it will have sone inpact.

But we're now seeing, we're currently seeing,
to some extent, unexpectedly, very good performnce
fromthe equity markets of Europe, relative
performance, relative to the U S

And particular good rel ative performnce of
the northern European countries: the U K, France,
and Gernmany. W're also seeing the consensus
forecast for those three countries of -- start to
stabilize or inprove.

And |'m al so hearing, anecdotally, that
there's inprovenent in Europe, generally, but
particularly the northern European countries.

So | think that, we're not tal king about a
recession, and we're not tal king about deflation in
Eur ope, even though they're likely to be inpacted by
the events that are transpiring in Russia.

But, neverthel ess, the econony is starting to
| ook better, or it doesn't |ook to nme as though --
it doesn't ook to me as though Europe is nearly as

significant a risk as | would have said three or
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four nont hs ago.

So that's -- that pretty nuch covers
ever yt hi ng.

|"ve | ooked at revenues, and, it's
interesting, that I've got -- just for an exanpl e,
nmy personal incone tax nunbers, or forecast, if you
may, is not particularly sophisticated. 1It's good
statistically, but it's not, in ny judgnent,
somet hing I woul d hang ny hat on.

But for personal inconme tax nunbers, for
2015, fiscal year, .4 percent; 2016, 2.1 percent.

So ny nunbers, | don't know where everybody
el se is on these nunbers, but, you can see in the
handout that 1've given you, |'ve got sone fairly
specific forecasts for different revenue --
di fferent revenue categori es.

Overall, what this all says is this:

The nessage of the financial markets is, we
have further to go in the current cycle.

That's very good news.

We can quantify it at about 3 percent, around
3 percent, for 2015 and 2016.

New York State being a little bit |ess than
that, that carries with it specific inplications for

New York State revenues, which |I've sumrari zed in ny
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handout .

And, then, there's a lot of information in
addition, things we can think they, as far as,
particularly different areas of New York State, sone
which will do well, sone which will do, let's just
say, less well.

And that's pretty rmuch it.

MARY BETH LABATE: Any questions for Hugh?

| have one.

Thank you very much, Hugh.

| just have one question.

HUGH JOHNSON:  You' re wel cone.

MARY BETH LABATE: | just have one question.

The market was obviously very strong in 2014.

Way do you think the Wall Street revenues
were so weak, in light of the nmarket?

HUGH JOHNSON: That's a -- that's a good
guesti on.

I don't know the answer to that question,
other than I woul d say, when you tal k about
Wall Street these days, and maybe this is not a good
answer to your question, but, when you tal k about
Wall Street, we're not only tal ki ng about
proprietary trading or the financial side of their

busi ness, but al so tal king about the
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commer ci al - banki ng side of their business.

And, ny inpression was that we saw sone
fairly significant deterioration in margins on the
commer ci al - banki ng si de.

And there -- you know, even though the stock
mar ket did well, and the bond market did okay, there
wasn't really much on the proprietary-tradi ng side
of things.

So, | don't -- | really don't know the answer
to that question, and I'mjust sort of flopping
around here, as you can tell.

"Il try to get you a better -- a better
answer and send it to you.

But that's -- that's -- it's a good question,
and a tough question to answer.

MARY BETH LABATE: Yeah, we've been puzzling
over it too, so --

HUGH JOHNSON:  Yeah, it's not -- it
doesn't -- it's not obvious, but -- it's not
obvi ous.

It's, just, none of their businesses really
did particularly -- particularly well.

MARY BETH LABATE: Well, thank you for that.

Anyt hi ng el se?
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kay, we'll nove on.

| believe, Jason is on the phone, the Federa
Reserve, is, hopefully, on the phone.

And | know he has tine constraints, so,
Jason, are you with us?

JASON BRAM | am Can you hear nme okay?

MARY BETH LABATE: Yes.

JASON BRAM G eat.

kay, I'mgoing to try to go pretty fast, to
| eave time for Ronnie's presentation.

So, I'mJason Bram wth the Federal Reserve
Bank of New Yor k.

| should preface this by saying that the
views | express are mne, and do not necessarily
represent the views of the Federal Reserve Bank of
New York or the Federal Reserve system

And, | assune everyone has the chart package,
so I'mjust going to go through that kind of
qui ckl y.

First, I"mgoing to |look nostly at enpl oynent
trends, and take a quick | ook at housi ng.

And | know Ronnie will fill in nore on
housi ng, and especially on wages, which |I'm not
really going to talk specifically about.

So inthe first chart, what we've done, is
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we' ve just |ooked at trends in private-sector

enpl oynment. They're all indexed to the begi nning of
the recession at the end of 2007.

And, so, when the index is at, you know, 104,
it nmeans that things are -- enploynent is 4 percent
hi gher than it was at the start of the recession.

So, basically, New York, and the city, the
state, upstate...all of New York, sone mlder job
| osses than the nation during the recession.

And, as Mary Beth noted earlier, the --
there's lots of variation in strength across
New York State.

So you can see that, New York City is going
gang- busters, it recovered quickly, and it's
continued to grow rapidly; where, upstate, and
especially parts of Upstate New York, have | agged
the U S. sonewhat.

And then if you go to the next chart, you can
see a little nore that Upstate New York itself is
m xed.

| was going to try to put all the nmetro areas
on here, but it just |ooked too crowded, so | put
Buffal o on here, which is nice, because Buffalo
seens to be -- a lot of people seemto be talking

about it.
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But I'lIl just say that Buffalo is kind of

representative of what's going on in both Buffalo
and Rochester. They're kind of doing okay. They've
reversed all the job |losses fromthe recession and
they're growi ng at a noderate pace.

Al bany and |thaca are goi ng gang-busters, not
quite like New York City, but, are definitely ahead
of Buffalo, and ahead of upstate as a whol e.

And then you have, Bi nghanton, Syracuse,
Elmra, and Utica-Rone have been | agging. They
haven't really reversed the job |osses that we saw
during the recession.

And you can see here, Long Island, you know,
al so fueled, in part, by New York City, is doing
noderately well, still ahead of the U S

The next chart | ooks at, we have two business
surveys.

We have a survey of New York State
manuf acturers; and a survey of service firns
t hroughout the district, but nostly in New York
State.

The diffusion index is -- it's really quite a
sinple index. |It's the difference between the
nunber of firnms saying business is grow ng, versus

busi ness i s shri nking.
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So when it's above zero, then the grow ng
firms are outnunbering the shrinking firms. This is
over periods of a nonth, so it kind of junps around
alittle.

What you see is, that the -- these indexes
have nostly been above zero, in positive territory,
kind of at the same |levels that we saw before the
recession and right after the recession.

So, things are in a growth node.

W tend to keep an eye on this because, when
it goes below zero, we get a little bit nervous, and
it sort of acts as yellow flag.

And you can see that the service-sector
survey, which is the blue -- oh, it mght not be in
color on yours, but, it's the line that is kind of
down at the zero axis in February, is the
servi ce-sector survey.

We're not too concerned about it. One of the
t hi ngs, you know, that could be affecting it is
weat her.

And you see that, in early 2014, when we've
the a ot of snow, and especially in |ate 2012, you
can see the thing plunged well below zero. Late
2012, of course, was "Sandy."

So we're not too concerned about that, but
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it's sonething that we like to watch. And we're

expecting, and hoping, it to rebound in March and
t he nont hs ahead.

So, anyway, these are just indicators that we
like to watch because they're very, very tinely.

Now, to switch gears a little, let's | ook at
a few key industries.

W' ve been talking a little bit about
Wal |l Street and the securities industry.

And, this is a chart that |I've been show ng
for a while.

And, before this recession, | used to show it
to say, you see whatever the securities industry
does is what the rest of New York does.

So when the securities industry turns up,
when it's doing well, then New York City's typically
gr owi ng.

So that's the left scale, it's the blue line.
| don't knowif it's in color, but it should be the
darker line in black-and-white.

And each up-and-down cycle, the securities
i ndustry tends to precede or |ead total enploynent
by a bit.

And you can see that during the recent

experience, basically, the securities-industry
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enpl oynment has done nothing. It's been flat. It

fell quite a bit during the recession, and it's been
flat. And everything el se has been going -- not
everyt hing el se, but, everything el se, as a whole,
has been goi ng gang- busters.

And, it's really kind of surprising because
it's never happened in New York City. W' ve never
had a period in New York City where the city has
done really quite well when the securities industry
has been a | agered.

And then the next graph just kind of zeroes
inalittle bit nore on the recent periods, so, you
just sort of get a closer | ook at what's been goi ng
on |ately.

So, if the securities industry isn't driving
it, what is?

So the next page is a big table of nunbers.

Wt hout going through all the nunbers, |'m
just going to highlight a few things.

First, on the bottomline, you can see what
you saw in the first charts; is that, total
enpl oyment, New York City is doing better than
upstate, and, in part, on par, at |east over the
| ast year, with the nation.

But, when you | ook at the individua
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i ndustries that are | eading things, you can see
financial activities is kind of sluggish.

But you see that industries, like
pr of essi onal busi ness services, |eisure and
hospitality, education, and health, and, to sone
extent, retail trade, at |east for New York Cty,
but even for New York State as a whole, tend to be
doi ng better than the others.

And what some of these industries have in
common, which is a concern, is that, obviously, the
fi nance sector is a very high-wage industry. And,
obvi ously, leisure and hospitality and retail tend
to be very | owwage industries.

But what | think goes unrecognized often, is
that within -- and, again, | didn't want to get into
too much detail in this little table, but, within
t he professional - busi ness-servi ces sector, and even
within the information sector which, as a whole, is
falling, you have pockets of tremendous strength in,
what | would call, information technol ogy, high-tech
i ndustries, things like Internet publishing,
conmput er - systens desi gn, these are areas where
growh is really doing very well in New York Gty
and in New York State.

And it is something that we're |l ooking into
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Maybe -- | don't want to dwell on it too
much, but, it's also a source of very-high-paying
j obs.

We | ooked at series -- a group of what we
consi dered to be high-tech industries in
New York City, and even at the national |evel, they
pay over $100, 000 per year, on average.

So, this is kind of a counterpoint to what
we're seeing a lot, which is also growth in
| ower - wage i ndustri es.

So it is a mx.

And the technol ogy sector | think is
something that is hard to watch, because it's
scattered through different industries, but is
i mportant to watch.

And I'l1 just wap up.

| know Ronni e has sone nore detailed charts
on New York City hone prices.

But, this is a -- Core Logic, they do a
house-price index that's based on repeat sales, so,
it's not really affected by changes in the m x. You
know, if all the houses, one nonth, happen to sel
in a nice neighborhood, you don't want, you know, it

affects the nedian price.
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So, you can see that U S. honme prices fell an
awful lot during the housing bust, and up as |late as
2012. And they've certainly recovered, but they're
not back to where they were.

New York City nmetro, they're -- and probably
New York City is doing better as the netro, as a
whol e, they have recovered.

And in upstate, which | think is really quite
interesting, upstate didn't have a big housing boom
bubbl e, whatever you want to call it, from 2000 to
2007, but it also didn't have nmuch of a bust at all.
And it's now growi ng at, you know, about 3 percent,
hone pri ces.

This is in places that we've been tal king

about, |i ke Buffalo, and even Rochester, and even
some of the cities that are not doing that well in
j ob growt h.

So, you know, you see, at |east housing
markets in New York State, seemto be doing pretty
wel | .

And, | think I'll just wap it up there, but
"Il be happy to take questions, if there are any.

MARY BETH LABATE: Thank you, Jason.

Any questions?

kay.
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Thank you very nuch
Wiy don't we nove on to Ronni e Lowenstein.
RONNI E LOAENSTEI N:  Thank you very nuch

And thank you, Jason, for giving ne enough

JASON BRAM  You' re wel cone.

Good | uck.

RONNI E LOAENSTEIN:  |'"m going to be doing
sonmething different, |ooking strictly at
New York City, which is what our agency is charged
to do; specifically focusing in on enpl oynent and
wages and housi ng.

Most of it's historical, but, I've included
some portions of our upcom ng forecasts, which is
comi ng out later, | guess, nm dweek next week, and
may wel |l be subject to change since we haven't quite
pinned it down yet.

What | would like do is start with just sone
perspective on just how strong the current expansion
has been.

So if you turn to the first page in your
packet, what |'ve given you here is a |look a job
growt h over the | ast three expansions.

The vertical axis shows the cunul ative

increase in enploynent. The horizontal axis shows
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you years.

And if you look at the first line, which is
the red line on top, that's the nost recent
recovery.

And if you |l ook down fromthe very top of
that line, to the horizontal axis, you can see that
in the, roughly, five years that the city's econony

has been expanding, it's gained about 12 percent --

the nunber -- well, jobs have increased by about
12 percent.
That's extraordinary; and you know -- you can

tell that it's extraordinary [unintelligible] you' re
| ooki ng down.

So if you just come down fromthat
12 percent, you |look at the recovery fromthe 2002
recessi on, and you can see that, first of all, that
recovery didn't make it five years.

But when it finally ended, enploynent had
i ncreased by just 8 percent.

And even in the very, very long recovery we
saw after the very deep '90-'91 downturn, at the
5-year nmark, enploynment growth was just 7 percent.

So that gives you, you know, a visual chart
to just how strong the recovery in the city has

been.



© 00 N o o b~ w N P

N NN N NN R PR R R R R R R R
O A W N B O © O N o 00 »h W N L O

If I had done this same chart on the basis of
wages, it wouldn't | ook nearly as good, because what
we've seen is really strong growth in enpl oynent,
but not nearly as strong in wages.

Continuing on with the good news on
enpl oynment, turn the page, we're continuing to see
strong enpl oyment growt h.

Based on the nunbers that are currently
avai |l abl e, New York City added nore than 86,000 jobs
in 2014. That's the fourth straight year of
80- pl us-t housand j ob gai ns.

W' ve gained three tines as nany jobs in --
during the recovery as we |lost during the downturn.

Mor eover, we're going to be seeing revisions
to this nunber probably within next the two weeks.

And, based upon our partial |ook at those
revi sions, we expect that enploynment growth through
2014 could well now top 100,000. And if it does, it
will be a record for the city since these records
started being kept in 1950.

At the sane time, the city's rate of
unenpl oynment, particularly over the | ast
year and a half or so has fallen sharply. 1In fact,
it's fallen 2 1/2 percentage points over the |ast

16 nont hs.
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Jimnmentioned the inportance of |abor-force

partici pation.
For the longest tinme, the city's -- even
t hough we were growi ng jobs, the city's unenpl oynent
rate really wasn't going down very nmuch because our
| abor-force participation has continued to rise.
Peopl e were coming into the | abor market, and
when they cone into the | abor market | ooking for
wor k, they're counted as unenpl oyed.
But, now, despite the fact that |abor-force
participation is continuing to rise, we've seen a
2 1/ 2 percentage-point drop in the unenpl oynent rate
over the 16 nonths, which has been really good news.
Yes, there are other rates to | ook at, but,
for the nost conmonly cited rate, it's good news.
IBOis projecting, at least as of this
nonent, that robust job growth will continue in 2015
and 2016. And right now, we're |ooking at gains of
83,000 for the current year, and 80,000 for 2016.
And that's taking the revisions we're expecting into
account .
kay, so really good news on enpl oynent.
Wages, not quite as good.
Next page | ooks at average wages, adjusted

for inflation, and they've recovered far nore slowy
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t han enpl oynent .

The first line looks at jobs in all sectors,
and |'ve just put in sone years, not all of them
but you can see, looking at the very top line, that
aver age wages, after adjusting for inflation, are
still sonmewhat shy of their peak in 2007.

They did grow fairly strongly in 2014, but
definitely shy of the peak; and that's largely
because security sector where the wages are so nuch
higher is still well short of what it was at the
peak, al though, securities industry, in terms of
average real wage growth, also had a reasonably good
year |ast year.

Most inportant, if you |look at all other
sectors; so, everything other than securities,
everyt hing el se regai ned average wages in 2011, so,
they came back to their peak |evels.

You know, '12 and '13 weren't good years
particularly, but, in 2014 we've seen 3 percent
gr owt h.

So, we're finally beginning to see, putting
securities industry aside, sonme real wage grow h.
And | think that's going to be very welcone in terns
of the city econony strengthening.

Movi ng al ong to the next page, the next
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two pages are a little bit harder to read, so I'm

going to take a mnute to just go over what these
st ack-bar charts show you

They | ook at enpl oynent and aggregate wage
growt h, not average wage growth, but total wage
growt h by industry.

|"ve excluded a nunber of industries, not
because they don't have | arge nunbers of people in
t hem necessarily, but because they didn't
necessarily contribute much to growth over the | ast
few years.

So, |I'mfocusing on what changed in ternms of
growt h of both enpl oynent and wages.

The industries that we're | ooking at are
shown on the first colum; starts with "Professiona

and Busi ness Services," and goes down to
"I nformation.”

The next two groups of bars show share of
enpl oyment growth, on the left; and share of
aggregate real wage growth, on the right.

And within each of them on the first chart,
you can see, on the right-hand side, the nost
current expansion; and on the left-hand side, the

expansi on before that.

So, easiest to do is take an exanpl e.
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Look at the first two sets of bars. You can
see the professional and business services, and
education, and health, accounted for a very |arge
share of total job growmh in both the nost recent
expansi on and t he expansi on before that.

In contrast, if you go on to look at |eisure
and hospitality and trade, what we're seeing is,
nore, a greater share of job growmh attributable to
| ei sure and hospitality and trade in the current
recovery than we saw in | ast one.

And t hat makes sense, because if you think
about how tourism has increased in the recent
recovery, lots nore people are conmng into this --
these fields. And, it's been pointed out they're
not particularly well-paying fields, but they've
definitely been bolstered by tourism And nore job
growt h has been attributable to these industries
this recovery than to | ast.

It's also worth taking a | ook at the
securities industry, it always is, and you can see
that, in the previous expansion, 9 percent of total
job growth was attributable to securities. And in
t he nost recent expansion, none of the job growth
was attributable to securities, because securities

i ndustry declined.
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That seens to be changing. And we expect

that with the benchmark revisions comng out, we'll
be seeing sonme positive nunbers for |ast year.

But, in general, you know, they haven't added
j obs.

And, simlarly, if you | ook at construction,
very big role in the previous recovery, and very
little inmpact at all on the current one.

The story changes somewhat if you | ook at the
shares of aggregate real wage growth

And, the nost striking thing to ook at is
that purple bar m dway down, that's the securities
i ndustry. And between 2003 and 2008, the securities
i ndustry alone, without the rest of the financia
i ndustry, was responsible for nore than half of the
total increase in wages and sal aries during the
expansi on.

That' s amazi ng.

If you put in the rest of the financia
i ndustries, it's over 60 percent.

In contrast, for the npbst recent expansion,
it's all of 11 percent.

Huge change.

| nean, it's still a significant percent

because these jobs pay very well, but nothing Iike
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what we've seen in the past.

| think it's also worth going down to the
bottom bar and | ooki ng at | nfornation.

Wth less -- with securities contributing
| ess to wage growth, everybody else is contributing
nore to wage grow h.

And one of industries that's now the
sufficient size to contribute nore to wage growmh is
the information sector, which, |ike professional and
busi ness services, has a high conponent of tech jobs
withinit.

So, you know, we're seeing nore -- nore of
bot h enpl oynent grow h and i ncone growh
attributable to tech.

If you flip to the next chart, it's the sane
basic format as the other one, but this tine around
what |'mdoing, is conparing the nost recent
expansion, on the left side of each bar, to our
forecast, which is on the right side of each bar.

And here, again, professional and business
servi ces, education, and health are still, by far,
the biggest contributors to enpl oynent grow h.

But, we're expecting that the share of
enpl oynment growth due to | eisure and hospitality and

to trade is going to decline fromwhat it did.
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So in our forecast, leisure and hospitality

is expected to contribute 16 percent of al

enpl oyment growth over the next two years; trade,

11 percent. And those nunbers are down consi derably
fromwhat we had seen throughout the rest of the
expansi on.

That's because we're expecting the strong
dollar to have an inpact on tourism in a couple of
di fferent ways.

Certainly, discouraging nore European
tourists fromcom ng here, but at the sane tineg,
per haps encouragi ng nore donestic tourists who woul d
have ot herw se conme to New York City, but decide to
go to London or Barcel ona instead.

Way they would want to do that is unclear to
nme, but, expect it to happen.

Securities industry, we're finally expecting
themto resunme hiring, but not by a lot. And, you
know, small inpacts fromthe other -- the other
sectors.

Once again, going to the right, and | ooking
at shares of aggregate wage growh, this is a very
di fferent securities industry than we've seen in the
past .

We're still expecting the securities industry
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to have a significant contribution to total wage

growth, but it's going to be nore on the order of
9 percent, as opposed to 50 percent which is what
we' ve seen in some past expansions.

kay, taking a closer | ook at Wall Street,
and | can tell you what's happened, although |I don't
necessarily have good answers for why it's happened
this way.

What you're looking at in the top part of the
chart is revenues and expenses.

Revenues are in blue, expenses are in red.

And | should note that these are all for
New York State -- I'msorry, New York Stock Exchange
menber firms, which is just a subset of the
securities industry, but acts as a good bel | wet her
for what the rest of industry is doing.

Looking first at revenues, the blue bars, you
can see that revenues are about half of what they
were at the peak, which is definitely not good news.

W' ve been assum ng, although we have no
proof for any of this, that tighter regul ations, and
especially limts on proprietary trading, are, in
part, responsible.

But, we don't have firm answers on that.

But, fortunately for the industry, you can
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see that expenses have been al nbst comensurately

| ower in recent years.

That's because interest costs have been so
| ow.

You know, obviously, that's going to change;
and when it changes, what happens here is an open
guesti on.

So the difference between revenues and the
expenses is, of course, profits. And you can see
those charted in the bottom part of the graph.

And you can see the profits have been in the
$15 billion range for New York Stock Exchange menber
firms for the last couple of years. W're expecting
it to stay in that range for this year.

We don't have the last quarter yet, and for

next year.

But, | think there's a real question of
whether -- as interest rates inevitably rise,
whet her the securities industry will find new

revenue sources to increase comensurately and to
keep profits at that |evel
So, there's sonme real downside risk here.
kay, noving on to real estate, | start with
conmercial real estate

And conmercial real estate, for those of you
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who recall what happened, the nmarket for commercia

real estate, effectively, collapsed in the mdst of
the financial crisis and the subsequent recession.

The orange bars in the chart are comercia
sales in billions of dollars.

They plunged from 74 billion in 2007, to a
| ow of 15 billion in 2009.

And, sonehow, they've managed to cone up to
64 billion, the second-highest level in 2014.

That's an estimate.

That's an extraordi nary bounce- back.

I think many of us woul d have argued that the
$74 billion | evel was unsustainable, and that there
was a bubbl e invol ved here.

It's harder to say it's unsustainable if it's
happeni ng again, so we'll see what occurs there.

But at this point, at |east, there doesn't
seemto be any waning of interest in the sale of
commercial buildings, particularly in Manhattan.

The nunber of sales, the nunber of commercia
transactions, for very large transactions, which are
bui l di ngs over 100 mllion, is charted in the blue
l'i ne.

You know, so -- you can see clearly that the

dol l ars are being driven by these very |arge
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conmer ci al transacti ons.

There are a little over 100 of them we
estimate, in 2014.

We certainly didn't expect to see anything
i ke that again, and here it is. And, that's a huge
risk to the forecast as well.

Moving on to residential, not nearly as
exci ting.

If you look to the right where the charts
are, the first chart is just Manhattan.

The top part of the chart shows nedi an sal es
prices for Manhattan co-ops and condos.

There aren't enough single-famly hones in
Manhattan to allow us to do the repeat-sal es index.

On the bottom you have sal es vol une again
for Manhattan co-ops and condos.

The real action is in the condos. And, yes,
they declined after the downturn, but then, in the
| ast coupl e of years, have skyrocket ed.

That sharp increase has been due to the very
top end of the market, and it has been dom nated by
this luxury devel opnent.

If you look to the bottom part of the chart,
whi ch shows sal es vol une, condos are in the sane

bl ue.
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And you can see the volune is -- there are

relatively few sales, and that was because there
were relatively few of these high-end condos com ng
onto the market, which is part of what induced the
frenzy that we saw.

| think there are a |lot of other things going
on, particularly international, that have fueled it
as wel | .

But, it seens likely that with nore schedul ed
to -- nore high-end condos schedul ed to come online
in the next few years, that we nay not see the sane
sharp increases in price of condos as we've seen
over the last two.

Thi ngs have been way calnmer in the co-op
mar ket .

| have a co-op. |It's appreciated in value
somewhat, not a whole |ot.

And if you look at the volume of sales, down

on to the bottom part of the chart, you'll see that
the volune is actually still significantly bel ow the
2004 peak.

Sone of that has been substitution between
peopl e who woul d have bought co-ops now buyi ng
condos, but sone of it is the fact that, you know,

this is largely a resale market and it hasn't been
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nearly as frenzied.

Looki ng at the outer boroughs, which I don't
often look at, but is really inportant, there aren't
that many co-ops and condos out there, but there are
a lot of one-, two-, and three-fam |y hones, nmany
nore than there are co-ops and condos in Manhattan.

And if you look just at prices, you think
things are pretty good.

Prices have been -- for one-, two-, and
three-fam |y hones have been rising relatively
slowy, but, rising.

And -- but they still remain about 8 percent
bel ow t he peak.

kay, but then you get a really different
story when | ook at sal es vol une.

And if you | ook at one-, two-,
three-fam | y-hones sal es vol unmes, sales volune is
about one-half of what it was in the peak, which
was, again, about 2004.

So that market really has not bounced back,
and that's a real issue for the many New Yorkers --
many nore New Yorkers who are in the outer boroughs
rather than in Manhattan.

Let ne just finish by saying sonething about

ri sks.
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| agree that there are both downsi de risks
and upsi de potential .

I would put securities into both categories.

The downside risk is, as interest rates rise,
they've got to find ways to bol ster revenues in
order to keep profits even at the okay |evels
t hey' ve been over the |last few years.

But, | would never count the securities
i ndustry out.

|'ve been at this |long enough to know t hat
we' ve counted them out many tines, and, sonmehow,

t hey al ways managed to bounce back.

And | would not bet against themthis tine.

O her downsi de ri sks:

Qoviously, tourism to the extent the
stronger dollar leads to fewer foreign tourists and
nore U. S. donestic tourists choosing to go
el sewhere.

And | think another major downside risk is
whet her the fed will successfully engineer a soft
| anding, and | don't think we can assune that that's
a given.

In terns of upside potential:

GDP growth we think could genuinely be higher

t han what the consensus is at the nonent. It could

102
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be lower, but it could be higher as well.

And, we have under-- you know, based upon the
nunbers we expect to cone out next week, we
definitely undershot on our enpl oynent forecast.

And, it's entirely possible we will do so
agai n.

So, | think the risks are pretty much

bal anced, but the forecast for this city, given the

positive forecast for the U S., |ooks pretty good
goi ng ahead.
Thank you.

MARY BETH LABATE: Thank you, Ronni e.

Any questions?

Yeah.

SENATOR DEFRANCI SCO It sounds like a pretty
upbeat report for the city of New York.

Can | translate that into the conclusion that
you need less State aid than you' ve gotten?

[ Laught er.]

RONNI E LONENSTEIN:  As a New Yorker -- as a
New York Citier, | would never say that.

MARY BETH LABATE: N ce try, though.

RONNI E LONENSTEI N:  Good try.

MARY BETH LABATE: kay, anything el se?

kay, well, | want to thank all of our
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presenters today.

| have been told that this is our
20t h Consensus Conference. Let's hope it's another
successful one.

We | ook forward to working with you all over
the next few days to conme up with the consensus
nunber, and thank you for your expert opinions.

SENATOR DEFRANCI SCO. Ditto.

MARY BETH LABATE: Have a nice eveni ng,

everyone.

(Wher eupon, at approxinmately 5:21 p.m,
t he 2015 Econoni ¢ and Revenue Consensus

Forecasti ng Conference concl uded, and adj ourned.)



