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Summary

Reports from the twelve Federal Reserve Distrigtgyest that national economic activity
continued to expand during the reporting periochaf-November through late December, with most
Districts reporting a “modest” or “moderate” padegoowth. In contrast, the Kansas City District
reported only slight growth in December. Howeweost of their contacts, along with those of several
other Districts, expect somewhat faster growth elrercoming months. The Dallas District indicated
that growth slowed slightly during the reportingipd and that several contacts expressed conceurt ab
the effect of lower oil prices on the District ecomy. Consumer spending increased in most Districts
with generally modest year-over-year gains in teties. Auto sales showed moderate to strongtgrow
Travel and tourism picked up during the reportieg@d. The pace of growth of demand for nonfinahci
services varied widely across Districts and acsessors, but appeared to be moderate on balance.
Manufacturing activity expanded in most Distric&ingle-family residential real estate sales and
construction were largely flat on balance acrosddtstricts, while commercial real estate activity
expanded. Demand for business and consumer gregit Credit quality improved a bit further ovéral
Agricultural conditions were mixed. Overall demdndenergy-related products and services weakened
somewhat, while the output of energy-related preslincreased.

Payrolls in a variety of sectors expanded modeyateting the reporting period. Significant
wage pressures were largely limited to workers wtcialized technical skills. Prices increaseghty,

on balance, in most Districts.

Consumer Spending and Tourism

Consumer spending increased in most Districts, gatherally modest year-over-year gains in
retail sales. Contacts reported slight to modastsyin the Boston, Dallas, Philadelphia, and Geeveé
Districts. Sales were solid in Atlanta. Moderatdiday sales growth exceeded expectations in @bica
and met expectations in San Francisco. Generalhardise retailers in the New York District indiat
that sales were largely sluggish and below plartferoliday season. The Kansas City District regab
that retail sales were lower than a year earligdh wfew retailer contacts noting a drop in salekigh-
end products. In contrast, Philadelphia and Sandisco reported that high-end merchandise cordinue

to sell well.

*Prepared at the Federal Reserve Bank of San lR@meand based on information collected on or before
January 5, 2015. This document summarizes commeegs/ed from business and other contacts
outside the Federal Reserve System and is not eneatary on the views of Federal Reserve officials.
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Auto sales showed moderate to strong growth oraageer-year basis, with Philadelphia,
Cleveland, and Dallas at the lower end of this eamad Atlanta and Chicago at the higher end. nédla
auto dealers noted that lower gas prices quickbsteal purchases of larger vehicles. However, some
dealers in the St. Louis District reported excesgmtories of luxury cars. Kansas City reporteat #uto
sales decreased during the reporting period budiresd higher than 12 months earlier. Auto salagwe
robust in some areas of the San Francisco Distrittywere somewhat below expectations in othersarea

Travel and tourism picked up during the reportiegqd. The Boston, New York, Atlanta, and
San Francisco Districts reported strong traveltandsm activity. Broadway theaters reported that
attendance and revenues were up more than 10 pé&menthe same period in 2013. Tourism in the
Richmond and Kansas City Districts was at or alrawenal seasonal levels. However, ski resortsén th
Philadelphia District struggled to attract visitimghe midst of unseasonably warm weather. Warm

December weather in the Minneapolis District abduced winter tourism there.

Nonfinancial Services

The pace of demand growth for nonfinancial serviaaged widely across Districts and sectors
during the reporting period, but appeared to beareté on balance. Overall, nonfinancial servicgese
firms in the Philadelphia and San Francisco Digroontinued to report moderate growth. Most
nonfinancial service firms in the Dallas Distrieported flat or higher demand. Activity at professl
business services firms in Minneapolis and Kansgsireased. However, contacts in the Kansag Cit
District expect that pace of growth to slow somewhaoming months. The Boston District reported
that some consulting and advertising firms grewdigp Demand for staffing services in the Dallas
District was mixed, with some contacts reportingrsg increases in demand and others reportingtsligh
decreases. Freight volume in the Cleveland Distiireased during the reporting period, but castac
stated that freight transportation capacity congisaemained an issue. Freight volume in Atlanta,

Kansas City, and Dallas held steady or increasealygar-over-year basis.

Manufacturing

Manufacturing activity expanded in most DistricBhiladelphia reported that manufacturing
activity grew at a modest pace during the curreporting period, with a slight slowdown relativethe
previous period. Reports regarding new orderssaiments in the Philadelphia District suggestadeso
further slowing moving forward. Manufacturing stmgnts and new orders grew modestly in the
Richmond District. Contacts at factories in thev@land District reported that demand increaseiti @b
balance. Manufacturing activity grew at a modepstee in Boston, New York, Chicago, and San

Francisco. However, a manufacturer in the BoBlistrict indicated that congestion at West Coastgpo
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had impeded its exports. Activity in the auto istity in the Chicago District remained a source of

strength for the region. Atlanta reported that ufacturing activity strengthened overall. Minnelipo

and Kansas City reported that manufacturing agtimitreased only slightly during the reporting peli

Real Estate and Construction

Single-family residential real estate sales andtrantion were largely flat on balance across the
Districts. Sales declined somewhat on a year-gear-basis in the Boston, Cleveland, Atlanta, Gjoca
Minneapolis, Kansas City, and Dallas Districts.tHa Philadelphia District, year-over-year existing
home sales finished lower in November, but pen@iagember sales in some areas were up notably over
December 2013. However, builders of new homekearfthiladelphia District reported weak traffic for
prospective buyers and fewer contract signings1 FBancisco reported that overall home sales picied
in December. Richmond reported a modest increakeusing market activity. Home prices increased
modestly, on balance, in the Boston, Philadelgbiayeland, Atlanta, Chicago, and Dallas Districthe
Cleveland, Atlanta, Chicago, Minneapolis, and Kar@Say Districts all reported slightly slower siegl
family residential construction activity. Howevénge pace of single-family home construction insezh
in some areas of the San Francisco District.

Commercial real estate activity expanded in mostrigts. The Philadelphia District reported a
modest pace of growth for commercial real estaisitg activity, and Boston reported improving
conditions in commercial real estate markets olie@ddmmercial real estate activity in the Chicaaaol
Kansas City Districts expanded at a moderate p&be.Dallas District noted that office leasing atyi
remained strong, but one contact noted a slighback in demand from oil and gas firms. Demand for
apartments in the Dallas District also remainedngfr New York City’s co-op and condo market showed
continued strength in the final quarter of 2014rapent sales volume was down from the exceptignall
high levels of the prior year but still fairly bkiswhile selling prices were up moderately. Conuradr
construction activity increased in most Districssctivity grew modestly in the Philadelphia Distrend
a bit faster in the Atlanta and Chicago Districidlanta cited the multifamily residential segmasta
source of growth, while Chicago credited demandrfdustrial and office buildings. Commercial
builders in the Cleveland District reported a matieto robust increase for projects in the pipeline
Dallas reported that overall commercial construtti@s strong. San Francisco reported that muliifam
residential construction was strong in many ardéalsat District and that retail, office, industrialr

infrastructure projects were widespread acrossDisdtict.



Banking and Finance

Demand for business and consumer credit grew gltine reporting period. Overall loan demand
increased slightly in the Richmond, Kansas City Batlas Districts. Philadelphia reported a modest
increase in total loan volume. Contacts in the Bamcisco District gave mixed reports regardirtglto
loan growth. Demand for business credit in thev€lend District grew overall during the reporting
period. Demand for auto loans in the Chicago isgrew moderately, and one contact noted a
significant spike in credit card applications.

Credit quality generally remained good, with ollerductions in loan delinquencies. According
to the Philadelphia District, most of their finagdindustry contacts reported continued improvemént
their customers’ overall credit quality and in thaivn loan portfolios. However, high rates of sele
distressed mortgages persisted in New Jersey amtsfleania. Contacts reported little change itrthe
own lending standards. However, several Distdgotemented that their contacts indicated that stiff
competition for high-quality borrowers was leadtodower underwriting standards among lenders more

generally.

Agriculture and Natural Resources

Agricultural conditions were mixed during the refieg period. Contacts in the Richmond
District reported that agribusiness conditions westter than in the same period a year earliee Sth
Louis District reported that winter wheat harvests likely to be lower than average, largely redfter
planting delays in lllinois due to wet weather int@ber. The level of red meat output in the Suik
District through November was below year-earlierels, while hog and milk output in the Chicago
District was higher than expected during the repgmperiod. Agricultural lenders in the Minneaygoli
District expected farm incomes in the fourth quaafe2014 to come in below the level of the same
qguarter in 2013. Prices received by farmers inMireneapolis District in December decreased from th
previous year for corn, soybeans, wheat, hay, alid prices increased for cattle, hogs, eggs, and
poultry. Agricultural growing conditions in the Ksas City District were generally favorable in
December, and crop prices rose modestly. Kangpsdported that wheat prices increased modestly
amid global supply concerns about limits on Rusgiain exports and lower production estimates in
Australia. The Dallas District reported that aglietal conditions improved slightly, but drought
conditions continued in portions of Texas. Soneaarf the Atlanta District saw a moderate
improvement in drought conditions. Dairy farm piofn the San Francisco District increased
significantly over the past year, but milk futupggces declined recently. Uncertainty regardingifet

water availability in California slowed new plarggof permanent crops.
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Overall demand for energy-related products andsesweakened somewhat during the
reporting period. The Kansas City and Dallas Qittreported that demand for oilfield services
decreased, while the Atlanta District reported tratvth in the supply of crude oil and natural gas
continued to outpace demand growth. However, ctéita the San Francisco District reported that
energy demand from manufacturers was solid. Tleeathoutput of energy-related products increased.
Natural gas production in the Richmond Districtreased moderately during the reporting period, and
the number of natural gas rigs in the Kansas Cigyriot increased. The pace of coal productiothe
St. Louis District during the reporting period eeded that of the same period in 2013, and yeagte-d
coal production in the Cleveland District slightlyceeded prior year levels. The rate of coal prtidn
in the Richmond District remained slow during teparting period. The Cleveland District reportieatt
natural gas extraction activity remained at a éykel. Oil drilling activity in the Kansas City Blirict
declined, and contacts expect that District's epeggtor to slow further in response to lower eperg

prices.

Employment, Wages, and Prices

Payrolls in a variety of sectors expanded moderateting the reporting period. The Chicago
District reported that overall hiring increasedd @ine Minneapolis District indicated that labor kets
continued to tighten. Contacts at staffing firmsha Philadelphia District reported continued magker
increases in hiring for both temporary and permapesitions. Labor demand in the Richmond District
increased, and the Atlanta District saw job ganress most sectors. Payrolls increased at a mpeest
in the Cleveland District, primarily in bankingefght services, and manufacturing. Manufacturing
payrolls also expanded in the Richmond and St.d Bistricts. In contrast, the Boston District repd
that manufacturers were not hiring. Reports ahpiin the Dallas District were slightly less wigesad
than in the previous reporting period, and a feergy firms in that District reported hiring freezasd
layoffs.

Significant wage pressures continued to be limidegely to workers with particular technical
skills. Indeed, the Philadelphia, Cleveland anit&do Districts noted that upward wage pressures
tended to be limited to experienced and technieslifed personnel. The Richmond District reported
that overall wage pressures were mild during tpentéeng period and that average wage growth in
manufacturing slowed somewhat. The Dallas Distrated fewer reports of rising wage pressures ithan
the previous reporting period. In contrast, Kar@eg reported that wage growth accelerated shghtl
with many contacts citing labor shortages.

Prices increased slightly, on balance, in mostridistduring the reporting period. Overall prices

in the Cleveland, Chicago, and Dallas DistrictseMargely stable. Businesses in the Atlanta Ristr
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continued to report little input cost pressure Bimited pricing power. Boston indicated that cost
pressures varied, with selective price increasasnad by some respondents. Contacts in the
Philadelphia District reported little change to #teady, slight pace of price increases. Overalep
increased modestly in the Kansas City and San s@m®istricts. The Richmond District reportedttha
retail prices grew at a slower pace than in theipus reporting period, while price inflation inetlmon-
retail service sector increased slightly. The €lernd District reported scattered indications aflidéeng
prices for petroleum-based products and some mdthig/ever, several Districts reported that the obs

a variety of construction materials increased.
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FIRST DISTRICT — BOSTON

Sales or revenues are ahead of year-earlier lacetsrding to most First District business
contacts in the manufacturing, retail, and advegisnd consulting sectors. Commercial real estate
markets are steady to improving and most residaetié estate markets in the region continue to see
price increases and sales declines. With a fewptxees, manufacturers and retailers are not inangas
employment, while advertising and consulting firoesitinue to add modestly to headcounts. Cost
pressures vary, with selective price increasesngldmy several respondents. The 2015 outlook is
positive for almost all responding firms.

Retail and Tourism

Retail respondents this round report December oyéad-over-year comparable-store sales
ranging from a low single digit decrease to anease of slightly over 7 percent; the decreaseatsfle
extra-strong year-earlier sales as a result ofieame Sandy rebuilding. Three of these contactslesid
fiscal year on or near December 31, and prelimiaaalysis shows 2014 total sales down 1 percemp to
almost 6 percent compared to 2013. While overalrmss is good, there has been some softening in th
apparel categories; demand for home furnishingshanak improvement categories remains strong. One
contact characterizes the current daily retail mvhent as consisting of “higher highs and loweardd
As in the previous round, some respondents say phiees remain steady, while others cite pricengea
for some items of plus or minus 1 percent. Basetheimn own manufacturing costs and vendor pricas, 0
contact says that prices for fall 2015 merchandifiebe up about 3 percent overall from fall 20Most
retail respondents are optimistic about the outlool?015, given that business is currently good an
consumer sentiment seems more positive, partlyusecte cost of oil is low.

The Boston area continues to enjoy a strong boost fravel-related spending. Hotel occupancy
rates for 2014 are high and combined with higherage room rates, the preliminary estimate is that
2014 hotel revenues will be up almost 10 perceat @013, which was a record-setting year. Through
October, museum attendance was up 14 percent yeayear, and contacts note many bookings of
restaurant and museum space for year-end func2i%:Q1 will be stronger than 2014:Q1 due to more
corporate meetings and conventions, and hotels $tawmeg advance international bookings. The initial
projection for 2015 is a 7 percent increase in lheteenues, with a slight drop in occupancy ratemf
record highs compensated for by higher average raes.

Manufacturing and Related Services

Of the 11 manufacturing firms contacted this cyalebut one report stronger sales. The
exception is a frozen food producer who attribtitesweakness to a highly competitive market.
Otherwise, many contacts express surprise at hmwgtlemand has been in 2014. For example, one
firm says that sales of mail-related devices amdi@ges was up in the fourth quarter, reversing yedr
decline. A manufacturer of testing equipment sayjsssare strong overall but flat in China, a bigrae
from historical annual increases of 20 percentc@&ytrast, a toy manufacturer says problems at West
Coast ports has hurt sales as they couldn’t geegmoducts to market.

Only one of 11 contacts reports serious materiad$ gressure; that contact cites sharp increases
in chemical prices and says the firm will try tdseatheir sales prices to offset the increasedscéstur
contacts indicate the strengthening dollar is reduprofits or raising costs for them overseas. A
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semiconductor manufacturer notes that the risidigudiieduced dollar sales by about 1.2 percenditv2
No firms report any significant changes in inveigsr Most are trying to lower inventory costs; hoes
a semiconductor maker wants to increase inventbriea tight supply chain makes that difficult.

Only one contacted manufacturer reports lower eympémt; they closed their direct sales
channel which led to a 400-person reduction in beadt. A pharmaceutical firm is adding to New
England employment. On the negative side, no fiepsrt significant upward revisions to their hiring
plans and five cite no significant headcount insesaA semiconductor manufacturer with sharply éigh
sales is increasing overtime rather than headc@apital expenditures are steady or up at all bat on
contacted firm; the exception is a publishing conmypahich says it is considering reducing investmtent
build up a reserve for future investments. Someaszis do report unusually high levels of investniaiit
generally say they are consistent with long-terampland not due to high frequency changes in demand

The outlook is positive for all respondent manufieets, even though three contacts specifically
mention Europe as a cause for concern. One semictordnanufacturer predicts a fall in sales in 2015
but as payback for above-trend growth in 2014

Selected Business Services

Consulting and advertising firms experienced varpositive levels of growth this past quarter.
Growth ranges from moderate—for a high-end econamitsulting firm as mortgage-backed securities
litigation finally slows—to rapid, for a particulsgrwell-positioned healthcare consulting firm. Aceed
healthcare consulting firm experienced a stronguel from a slow third quarter, as hospitals figure
out their budgets and demanded more help with damg#. A strategy consulting firm reports strong
year-over-year growth, but is down modestly frost [guarter, as private equity due diligence work
returns to historically normal levels. An adverigimaterials firm continues its trend of growingtwihe
economy, and capped off the year with their strehgaarter in 2014.

Consulting firms are seeing moderate to modeseas®s in costs, although the bulk of their
expenses are in personnel and rent, and wageesa fiims are generally increasing in proportiothto
level of growth the firm is experiencing. Contag&nerally adjust their prices up once a year te faes
majority of costs along, so early 2015 will see trimens’ prices for these services increase from 0
percent to 5 percent. An advertising materials fivith have to adjust their cost structure in e&2045 in
anticipation of a revision in UPS and FedEx freighiculations, but they are unsure how much resista
they will face as they try to pass this on to costcs.

All contacts increased personnel modestly in 2@bd, plan on further increases in 2015. Health
care and economic analysis contacts cite plensyack in labor markets for consultants and analysts
all levels, but say that tech and data analystipasi continue to be competitive to fill, a sentithe
echoed by an advertising materials contact whosnatatinuing difficulty filling e-commerce related
positions. A strategy consultant notes decreadedeist in strategy consulting by MBAs.

All contacts are bullish on the U.S economy, aredagtimistic about business conditions for the
next year. The high end economic consultant exgktt®do modest growth for next year, but says the
firm has been operating beyond capacity, and |éargard to the chance to “absorb” their recent
success. Health care consultants have seven-figais in the pipeline, and anticipate high growith i
2015, despite general concern over federal budgktegulatory agencies efforts to continue roling
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the Affordable Care Act. Advertising materials and strategy consulting firms both anticipate continued
robust growth for 2015, and cite only potential geopolitical turmoil as a risk factor.

Commercial Real Estate

Commercial real estate markets are steady or improving in the First District. According to
contacts in Boston, office leasing fundamentals are unchanged since the last report and improved
modestly on average compared with a year ago. Contacts continue to be impressed by the strength of
demand for commercial property in Boston among foreign investors, who continue to pay prices that
reflect highly optimistic expectations concerning growth in operating income. A regional lender to
commercial real estate posted its best year yet in terms of loan volume, despite a very slow fourth quarter.
A commercial real estate brokerage in Portland also had a record year in 2014 in terms of total revenues, a
year that ended with very strong investment sales activity in the fourth quarter. Also in Portland,
construction activity remains robust in the retail, residential, and hospitality sectors, while speculative
office construction is not expected to occur for at least another year. In Providence, leasing deals under
negotiation promise to boost absorption of office space in the near term, and office leasing fundamentals
improved on net in 2014.

Concerning the outlook, Boston contacts expect investment sales activity to remain robust, even
if short-term or long-term interest rates increase in 2015. One Boston contact wonders whether growth
among the city’s tech start-up firms can be sustained in 2015, noting attendant risks for office demand in
the Seaport District. The 2015 outlook is favorable for Portland’s commercial real estate market and
cautiously optimistic for the Providence market.

Residential Real Estate

Closed sales of single family homes declined in November in at least four of the six states in the
First District compared to November 2013. Vermont saw an increase in sold homes; contacts in New
Hampshire were unavailable. Sales also dipped in the condominium (condo) market in all responding
states. Median sales prices rose in November in both single family and condo markets regionwide, with
the exceptions of Maine, where prices decreased for single family homes, and Connecticut, where condo
prices declined. In Massachusetts, prices have risen year-over-year in 25 of the last 26 months for single
family homes and 17 of the last 18 months in the condo market. Contacts in Massachusetts sayghe driv
forces are a shortage of inventory and steady consumer demand. The level of inventory heading into
December in Massachusetts is the lowest in a decade, with only a 4.6 month supply for single family
homes and a 2.0 month supply in the condo market. November istler&ecutive month of year-
over-year inventory decline in the Massachusetts single-family home market an! tumd&cutive
decline in the condo market. In at least three other states, inventory declined in both the single family and
condo markets; months of supply increased in Rhode Island. Realtors say they are cautiously optimistic
because they remain busy; they hope interest rates will remain low and say markets will show further
significant improvements only when high paying jobs become more available and new listings provide
more options for buyers.
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SECOND DISTRICT--NEW YORK

Growth in the Second District’'s economy has comthat a moderate pace since the last
report. Businesses report that cost pressuresalbveave abated further, though there are some
reports of increased wage pressures; selling praresain generally stable to up slightly. In gehera
businesses report that conditions have improvedesdrat since the last report. Labor market
conditions appear to have strengthened furthehénfinal weeks of 2014. Retailers report that
holiday season sales were somewhat disappointidditde changed from 2013 levels, though sales
picked up toward the latter part of December. Adgalers characterize sales as sluggish in
November, though both picked up, to varying degreeBecember. Tourism remained fairly robust
in late 2014, and consumer confidence climbed naouéii-year high. Housing markets were mixed
but, on balance, somewhat stronger in the finalkewed 2014; multi-family construction has been
fairly brisk. Office markets have been generatiyasly, while the market for industrial space has
strengthened a bit. Finally, banks report incrddean demand—particularly from the commercial
sector—as well as narrowing loan spreads; delincpeates continued to decline for commercial
loans and mortgages, but picked up for resident@tgages.

Consumer Spending

General merchandise retailers indicate that saé¥e wenerally sluggish and below plan for
the holiday season overall. However, most retaiitacts noted that, while November and early
December were sluggish, sales did pick up towaedatier part of the month, especially in the week
after Christmas. The mid-November snowstorm thatange parts of metropolitan Buffalo shut
down many retailers for a number of days; in gene@ntacts in upstate New York note that sales
picked up somewhat in December (especially towhedeind of the month) but were little changed
from the prior holiday season. Similarly, two nrajetail chains report that holiday-season sales
across the region were below plan and little cherfgem 2013 levels, though both noted that sales

picked up toward the latter part of December—esplgcafter Christmas. Overall, prices were
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described as little changed from a year earlier; some contacts report heavier discounting this past
holiday season than in 2013, while others characterize it as about the same. Post-holiday inventories
are generally said to be in fairly good shape.

Reports from auto dealers across upstate New York indicate that sales were sluggish in
November but picked up somewhat in December. Rochester-area dealers note that new vehicle sales
weakened substantially in November but rebounded in early December, while used car sales
improved. Buffalo-area dealers paint a more mixed picture: new auto sales have not rebounded
substantially from November’s weather-depressed levels, though sales of used vehicles have picked
up somewhat. Auto dealers in both areas note that both wholesale and retail credit conditions remain
favorable.

Consumer confidence in the region climbed in December, based on the Conference Board’s
survey of residents in the region. Confidence rose to a 10-month high in New York State and to a
more than one-year high in the broader Middle Atlantic region (NY, NJ, PA). Tourism continued to
be strong in late 2014. Broadway theaters report that attendance and revenues accelerated in
December, and were up more than 10 percent from comparable 2013 levels. Manhattan hotels also
report that business has continued to be brisk toward the end of the year.

Construction and Real Estate

The District’s housing markets have shown signs of picking up in the closing weeks of 2014.
Real estate contacts in western New York State atelithat the housing market has gained some
momentum in the final months of 2014, partanly for trade-ups to mid-priced homes. New York
City’s co-op and condo market showed continued strength in the final quarter of 2014: apartment
sales volume was down from the exceptionally high levels of a year ago but still fairly brisk, while
selling prices were up moderately.

New York City’s residential rental market has been mixed: Rents in Manhattan and

Brooklyn have picked up somewhat and are up roughly 5 percent from a year ago, while Queens
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rents have been fairly steady. Residential rents elsewhere around the New York City metro area are
reported to be up 4-6 percent from a year ago, while rents across upstate New York are up about 2
percent. Rental vacancy rates have risen slightly across the District, though they remain fairly low,
especially in New York City. Multi-family construction remained fairly robust throughout most of

the District in the fourth quarter.

Commercial real estate markets were mixed but, tanba, somewhat stronger in the fourth
qguarter. In New York City, office availability rates conte to drift down to new multi-year lows,
while asking rents are running 6-8 percent higher than a year ago. Availability rates also edged down
in northern New Jersey but edged up in Long Island and across upstate New York. Rents outside
New York City are generally little changed from a year earlier. Office construction across the
District continues to be sparse at best. Industrial markets, however, mostly improved in the fourth
quarter, as industrial availability rates continued to trend down in Long Island and northern New
Jersey, while asking rents rose moderately.

Other Business Activity

Manufacturing contacts across the District generally report that conditions improved
somewhat in late 2014. Moreover, a survey of New York City area purchasing managers points to an
acceleration in business activity in December; and a trucking industry expert reports that business
conditions have improved substantially in late 2014, reflecting both strong demand and falling diesel
prices; truck drivers are in high demand.

The job market overall showed further signs of gjteening in December, though contacts
noted that this is a difficult time of year to gauge the market. Still, one employment agency notes
that hiring activity has remained umadly robust across a range of industry sectors during this
typically slow month. Another employment agency reports more of a typical seasonal lull but notes

that more job candidates seem to be receiving multiple offers. Both contacts note increasing upward
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pressure on wages. Various contacts mention péatlg strong demand for workers in information
technology, human resources, customer serviceraokimng.
Financial Developments

Bankers report increased demand for commercialgages, commercial and industrial loans
but steady demand for consumer and residentialgaget loans. Bankers note a continued decrease
in demand for refinancing. Banks report that drethndards were mostly unchanged though there
were slight indications of tightening in consumearls and commercial mortgages. Respondents
report a slight decrease in spreads of loan rates apst of funds—mainly on consumer, as well as
commercial and industrial loans. Respondents atdino change in the average deposit rate, on
balance. Finally, bankers report continued dee®as delinquency rates on commercial mortgages
and commercial and industrial loans, but an upticklelinquencies for residential mortgages and

some leveling off in rates on consumer loans.
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THIRD DISTRICT — PHILADELPHIA

Aggregate business activity in the Third Distriontinued to grow at a modest pace
during this current Beige Book period, with verwfehanges in the growth rates of specific
sectors. Manufacturers reported modest growth afsermewhat faster pace during the previous
period. Auto dealers, staffing firms, and otherggahservice-sector firms continued to report a
moderate pace of growth. Nonauto retailers contdrtaeeport modest growth, while tourism
activity appears to have slowed, with mixed repoaing from contacts at different
destinations. Residential builders continued t@reg slight decline in contract sales of new
homes. Overall, brokers noted little change intexgshome sales (sales of existing homes had
risen slightly during the prior period). The comuial real estate sectors continued to report
modest growth for construction and for leasingx$tng commercial properties.

Lending volumes continued to grow at a modest pace credit quality continued to
improve; however, more contacts expressed condmutdosening underwriting standards. As
in the previous Beige Book, contacts reported sligtreases in wages, home prices, and general
price levels. Contacts continued to anticipate matgegrowth of economic activity over the next
six months.

Manufacturing. Third District manufacturers reported that curractivity resumed
growing at a modest pace after rising more brisklging the previous Beige Book period.
Reports of new orders and shipments also suggestéthued growth, but with less vigor.
About twice as many firms reported decreases inorelers and shipments compared with last
period. Gains in activity appeared to be strongeorag makers of primary metals, chemicals,
and paper products; activity appeared weaker amuaigers of lumber and wood, rubber, and
plastic products. Contacts continued to report shranger demand emanated from the
automotive and commercial aviation sectors.

Expectations of positive growth during the nextrsignths remained at historically
elevated levels and were broad-based. Nearly twdstlof the Third District manufacturing
contacts reported positive expectations for groerall, about one-third of the firms’ contacts
also continued to report that they expect to irmeeamployment levels and capital expenditures.
Only 10 percent or fewer of manufacturing contasisected a decrease in employment, capital
expenditures, or general activity.

Retail. Third District contacts have continued to repodd®st growth in nonauto retail
sales since the prior Beige Book period. An operat@rea malls reported that sales were better
in 2014 than they were in 2013, but they were pettacular. Higher-end merchandise
continued to sell strongly, as it has for muchhaf tecovery. Although contacts anticipate that



-2

retail sales will improve in 2015, one contact caugd that more retail bankruptcies may occur
in early 2015 due to shifting trends in tastes.

Auto dealers continued to report moderate growtsales year over year. A Pennsylvania
contact described sales levels throughout the atasérong overall through two-thirds of
December despite the typical seasonal slowdowneBide sales in New Jersey were steady
between October and November; however, the yearymar change was flat in October and up
8 percent in November. Auto dealers remain bufissl2015, and low oil prices are shifting
purchases from cars to trucks.

Finance.Third District financial firms have continued tqoaat modest increases in total
loan volume since the previous Beige Book. Volumeseased rapidly for credit card lines in a
typical seasonal shift. Moderate growth was rembfoe commercial and industrial lending,
while modest growth was reported in several logmets, including commercial real estate
and some consumer credit lines, such as auto |@ag.slight growth was reported for
mortgages and home equity lines of credit. Mostaxs reported continued improvements in
their customers’ credit quality and in their owatoportfolios. However, most contacts also
warned that underwriting standards have loosenadoAgage servicing contact expressed
concern about loan performance in 2015 and 2016 as¢he rate of mortgage delinquencies
appear to be bottoming out in most states. Nevweyersd Pennsylvania remain exceptions with
persistently high rates of severely distressed gages. Contacts remained optimistic about
growth prospects for the nation’s economy and ape@ally bullish about the potential impact
of low-cost natural gas on Pennsylvania’s indukfriaspects.

Real Estate and ConstructionOverall, Third District homebuilders continued &port
weak traffic and declining numbers of contract sigs. One builder reported more potential
buyers and was more optimistic for December thawdin the prior two months. Builders
reported ongoing price pressures from contractmrghieir labor costs and continued difficulty
attracting first-time homebuyers out of the rembarket. Builders expect that 2015 will be a
better year than 2014, but they expressed a radnggiraons on whether household formations
will return to the prerecession rate or settle mteew, lower normal trend. Brokers reported that
existing home sales finished lower in November gear-over-year basis; however, a broker
compiling data on a 10-county Philadelphia regiemorted that pending sales were up in double
digits through mid-December. Contacts continuegkfmrt slight overall increases in home
prices. Brokers are generally more optimistic foetarn to growth in 2015.

Construction and leasing continued at a modest, @a@oerding to nonresidential real
estate contacts. Demand continued for new indl/steeehouse projects and for projects in
Center City Philadelphia and some outlying subu@mmtacts from architecture and engineering
firms reported a significant increase in bids enmgydor new projects, while competition from
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other firms has begun to abate. The falling contipativas attributed to increased demand that
has begun to stretch the capacity of some firmsat&ts continued to report incremental
improvements in leasing activity in downtown anth@ian Philadelphia, especially for office,
residential, and retail spaces in Center City aaélcs suburban office markets. The office space
demand primarily represents a shift in the dediypd of office space, rather than growth of
office employment. Still, contacts are optimistic €ontinued growth of both new construction
and leasing activity in 2015.

Services.Third District service-sector firms have continuedeport moderate growth in
activity since the previous Beige Book. Nearly tadlall firms reported increases in new orders
and sales. Two large national firms reported onggirowth that was meeting expectations for
the fourth quarter despite some headwinds frontisgitonsumer trends. Staffing contacts in
eastern and central Pennsylvania continued to repaderate increases in hiring for both
temporary and permanent positions. Staffing reguasttinued to flow in on the Monday before
Christmas. Christmas week is typically slower, taffing orders slump to their seasonal low
during the week of New Year’s. Staffing firms remeadl very positive for growth prospects in
2015. Overall, about three-fourths of all servieeter contacts reported expectations that growth
trends for their firms will remain positive overtimext six months; none anticipated declines.

Third District tourist areas reported mixed coratis for the early winter months. Several
larger ski resorts have established a two-foot basaow after a pre-Thanksgiving snowstorm
staked them to an early season. However, unsedgomalm weather caused all the resorts to
struggle to maintain good snow conditions and tiaet winter tourists. The warmer weather and
special events have kept the shore destinatiossmahly busy during their off-season.
However, many contacts remain concerned aboubtigeterm impacts of casino closings in
Atlantic City. Casino revenues were down about é@&@nt in November year over year.

Prices and WagesOverall, Third District contacts reported littleasige to the steady,
slight pace of price level increases that was seether recent Beige Book periods.
Manufacturing contacts have reported little chaingdeir prices paid and prices received since
the prior period, with about two to three times enbrms expecting increases versus decreases.
Among nonmanufacturing firms, contacts have repoigéger increases and more decreases of
prices paid and prices received since the priaogdewith little net difference. Manufacturers
and construction firms continued to note wage pnessto attract skilled workers. Other
contacts, including those from staffing firms, éooed to note little significant change in wage
pressures. Most contacts expect lower energy pricksoadly boost consumer spending, with
more upside potential in Pennsylvania than downssdeto the state’s energy-producing
sectors.
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FOURTH DISTRICT — CLEVELAND

The economy in the Fourth District expanded at desbpace during the past six weeks.
Most of our contacts have a positive outlook fa@ tiew year, and they expect demand for their
products and services to remain at current levetsse. Manufacturers reported that business
activity increased at a modest rate. Demand foresidential construction strengthened, while
the residential market was stable. Retail spendurghg the holiday shopping season was
slightly above year-ago levels, and year-to-date aales posted moderate gains compared to
2013. District coal production is up slightly yearer-year, while shale gas activity remains at a
high level. Freight shipments were strong, but capassues are limiting growth. The demand
for business and consumer credit moved higher.

Payrolls increased at a modest pace, primarilyamking, freight services, and
manufacturing. Staffing firms reported that the tamof job openings and placements in energy
and manufacturing companies had risen slightly. &lppressure on wages is limited to
experienced and technically skilled personnel acnodustry sectors. Overall, input and finished
goods prices were stable. There were scatteredtsepiadeclining prices for metals and
petroleum-based products and rising prices for sonilding materials.

Manufacturing. Factory representatives reported that demand rafingedstable to
showing a moderate improvement during the pastveieks. Any declines in orders were
attributed to seasonal factors. Year-to-date resuttre generally better compared to those in
2013; several producers cited growth in the cortitbn, shale gas, and auto industries as
contributing to higher revenues. Our contacts aimyfoptimistic and expect moderate to strong
growth in 2015, though some expressed concern ateakening foreign economies and a
decline in the price of oil. The seasonal slowdamvateel shipments that typically begins in
November was slightly deeper than expected. A femtacts believe that customers are waiting
for steel prices to stabilize at a lower level. RDoi@ricing and market uncertainties, some steel
producers are reducing their finished goods inugntéear-to-date auto production through
November at District assembly plants was more thparcent higher compared to the same
period in 2013.

A large majority of factory representatives repdrtieat capital spending in fiscal year
2015 will be moderately higher than prior-year lsygith monies being allocated mainly for
new IT and capital equipment. Raw material pricesenstable or lower during the past six
weeks; declines were seen in steel, copper, amdl@eth-based products. Finished goods prices
held steady. New hiring continued at a modest paedly in production and sales. Wage
pressures are limited to high-skilled productiorrkess, engineering, IT, and computer system
personnel.

Real Estate and ConstructionYear-to-date sales through November of new and
existing single-family homes were slightly belowéés seen in 2013, while the average sales
price was moderately higher. New-home contractewainly in the move-up price-point
categories. Since our last report, single-familgstouction starts were down slightly, while the
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number of single and multifamily building permissued moved mildly higher. Homebuilders
pointed to a scarcity of lots in strong markets stshgent mortgage standards as factors that are
constraining sales activity. The outlook for thevngear is best described as cautious; while most
respondents are expecting some growth, none ajecpng robust activity. A majority of

builders announced price increases averaging &penvhich will go into effect at the start of
2015. These increases will mainly cover rising sosicluding higher rates from subcontractors.

Nonresidential builders reported pipeline actiggnerally ranging from moderate to
robust, and they indicated that the level of attiias increased relative to a year ago. One
builder commented that his customers feel moraiceabout risk-taking on high-value projects.
For the most part, contractors are satisfied vindirtbacklogs going into 2015. Market demand
is broad based, although demand from manufactureadthcare providers, and higher education
is strongest. There has also been a pickup in stgjf@ commercial space. Builders are
optimistic in their outlook for 2015. We heard asfeomments about widening margins and
growing opportunities for developing spec buildin§sveral contractors reported that they are
increasing their capital budgets for 2015, maiolptirchase heavy machinery.

Building materials prices were stable other thardiywall and concrete, which have
increased. The diesel fuel surcharge is being estlioc eliminated. New hiring has diminished
appreciably since early November due to the onfsetrder weather. Several contractors
reported that they are starting seasonal layoffée$$ business conditions deteriorate, hiring will
resume later in the first quarter. Wage pressuresiraited to craft workers and more
experienced engineers and project managers. Subctors are pushing through rate increases
at a faster pace than general contractors hadated; these increases are needed to cover
rising costs, including for labor and to widen masgy

Consumer SpendingRetailers reported that revenues from this yeaslglay shopping
season were slightly higher than those in 2013d#lines in highest demand included apparel,
electronics, and physical fitness. Retailers car@thto run a significant number of promotions,
which for some store chains is narrowing profit gnas. Reports on the impact of lower gasoline
prices were mixed. Many of our contacts were u@eidbout sales expectations for the first
quarter of 2015. Those making projections beliénd same-store revenues will be only mildly
higher year-over-year. Vendor and shelf prices B&dddy, other than anticipated increases for
dairy products. Capital spending for 2014 was ire-hvith budgeted amounts. Capital plans for
fiscal year 2015 are still in process, but mostilets are projecting little change in budgeted
amounts. Hiring is limited to new store openings.

Year-to-date sales through November of new mothickes were about 5 percent higher
compared to the same time period in 2013. Acrogsymegions of the District, the share of
SUV and truck sales was at its highest level ofydar during November. Luxury vehicle
purchases also picked up. These strong sales wardymttributed to declining gasoline prices.
Our contacts are satisfied with current inventdigoking at 2015, dealers anticipate that the
year-over-year change in unit volume will be pesitibut increases will not be as strong as in
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2014. There is some uncertainty as to the impaststained lower gasoline prices on new
motor vehicle transactions. Little change in pagrd expected during the winter months.
Dealers continue to have difficulty finding skilléabor, especially technicians.

Banking. Bankers reported that demand for business credibs#&d modest to moderate
growth during the past six weeks. While demand aescribed as broad based, it was strongest
for commercial real estate and commercial and indlisoans. Consumer credit demand moved
slightly higher, especially for auto loans and haqaity products. Households are making
marginally greater use of credit cards. Thoughptih@ng environment remains competitive,
interest rates were mainly steady for businesscandumer credit and for residential mortgages.
Many of our respondents noted that activity inthesidential mortgage business has declined
considerably. One banker reported that nonbankienteem to be the biggest source of growth
in residential mortgages and that it is becomirsg End less a part of his business. Delinquency
rates were stable or improving across loan categoNo changes were made to loan-application
standards since the last report. Core deposits ee=eribed as good or strong and growing. A
majority of bankers indicated that payrolls aréngsat a slight pace, especially in the areas of
commercial lending, risk management, and regulatomgpliance. A few reported that they are
beginning to feel some wage pressure and expetdt thiél intensify in 2015.

Energy. Year-to-date coal production across the Distridlightly above prior-year
levels. Output is projected to increase in Penraylrand northern West Virginia with no
material change expected in eastern Kentucky and. Qbw natural gas prices have been
reducing demand for thermal coals domestically.t®pces for steam and metallurgical coal
have declined since our last report. Activity ie tarcellus and Utica shale formations remains
at a high level. However, a sustained decline liaiod gas prices may pose some downside risk
to drilling and production, and it is uncertain wkize effect will be on hiring and wages in the
near term. Overall pricing for materials and equepins down slightly during the past six
weeks. Capital spending is projected to declin20h5.

Freight Transportation. Freight volume increased since our last report) weémand
being described as broad based. Profit marginsoveol due to lower diesel fuel prices.
Although capacity constraints remain an issue itrgiagide, carriers are encouraged by
amendments to the hours-of-service rules that weteded in the recently passed federal
omnibus bill. Our contacts are optimistic in theirtlook and they believe that strong growth
trends should continue into 2015. A pickup in thienber of consolidations within the freight
industry is expected to continue. Little changeiiices for parts and tires was reported. Capital
spending in 2015 is projected to be strong, witmi@® being allocated for replacement and
expansion. Hiring drivers is an ongoing processiaddstry executives agree that their ability to
attract and retain truck drivers is critical toitreility to expand capacity.
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FIFTH DISTRICT-RICHMOND

Overview. The Fifth District economy expanded modestly sioar previous report.
Manufacturing activity improved with somewhat higlskipments and new orders. Retail sales grew
moderately, while non-retail services revenues Wtle changed. Tourism was at or above normal
seasonal levels. In the finance sector, loan demas®lslightly. Real estate activity increased rild
pace. District agribusiness contacts reported sosed slowing, although business conditions areebet
than last year at this time. Coal production rerediat low levels. Natural gas production increased
moderately in recent weeks and prices decreasgittlgliLabor demand rose since our previous report,
led by growth in the Carolinas. According to ourshieecent surveys, manufacturing employment grew at
a slightly faster pace while average wage growdlvetl somewhat. In the service sector, the rate of
hiring moderated from the strong pace of a monthezand wages generally rose modestly. Price
increases in raw materials and finished goods slaweecent weeks. Retail prices also grew at weslo
pace. In contrast, prices in the non-retail sersmeor rose slightly faster.

Manufacturing. Manufacturing activity advanced, but responses wayee uneven than in the
previous report. Shipments and new orders grew sityde@nd expectations for the months ahead
remained optimistic. Inventories of finished goodse at a faster pace, and growth in inventorigawf
materials slowed. A source in West Virginia repdrigat some smaller manufacturers that supply
materials to the natural gas industry were sedhogg growth. A plastic resin and synthetic fiber
manufacturer in South Carolina stated that his @mpvas experiencing solid growth in sales across t
company’s various lines including aerospace, igflitindustrial materials, medical equipment, and
telecommunications. On the other hand, a floorimguofacturer in West Virginia reported that
production slowed in the fourth quarter and salesvbelow a year ago. Manufacturers of primary
metals, transportation equipment, electrical eqeipimand machinery reported a slight slowdown in
business since the previous report, but they egddmttter conditions in the months ahead. Priceavef
materials and finished goods rose at a slightlwsigace in recent weeks.

Ports. Officials at the District’s major ports reportedasig growth in the volume of container
traffic since the previous Beige Book. The voluniégported loaded containers exceeded the exported
volume. According to one port official, imports appliances, apparel, and footwear increased more
quickly. Auto imports remained solid at anothertpand imports of auto parts remained strong at all
ports. Containerized grains and soybeans, as welfyaanimal proteins and dried distiller grain®if
production of ethanol), continued to lead expdEtgorts of auto parts and plastic resins grew more
rapidly in recent weeks. Previously reported raittassues have eased somewhat. Port officials &sgule

concern that the strong dollar was affecting denfandl.S. exports.
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Retail. Retail sales grew moderately since our previousrteffhe manager at a Virginia
discount chain store said that holiday sales aftedaics were strong, but that people were “stly
conservative” in purchasing other goods. Anothecdlinter commented that holiday business was
slightly slower than typical. The manager at aestuffering a lay-away plan reported that the progdid
well this year but that an unusually large amodrgamds were returned to stock because customees we
unable to complete sales. In West Virginia, a spgrgjoods store manager commented that online
shopping had eroded his in-store sales. A cenirginfa retail representative reported that adgert
encouraging consumers to buy from local small lexthad boosted November sales revenues, but that
many had a decline in sales in December. A whadesalds executive commented that lower fuel prices
reduced costs, helping to offset the effect ohggorotein prices. Dealers stated that sales ofsaartd
light trucks remained strong since the last reg®etail prices grew at a slower pace in recent week

Services.Services firms’ revenues were little changed stheeprevious Beige Book.
Professional, scientific, and technical firms répdithat demand was unchanged from previously
reported levels; hospitals also reported flat deimdinucking executives reported a normal seasarges
in demand and continuing difficulty finding driveiRrices in the service sector rose slightly faster

Tourism was at or above normal seasonal levelsedmeeks since our prior report. A Baltimore
hotel manager said that advance bookings werepaicgad levels, while an executive at a resortén th
North Carolina mountains reported that the entingth quarter was very strong and advance bookings
for 2015 were ahead of last year’s pace. In Viggamd South Carolina, bookings were up, and a South
Carolina hotelier commented that people were smgnaiore frequently on holiday parties. A contact on
the outer banks of North Carolina stated that adedwookings were at typical levels, and currentisbu
activity was “humming along.” Rental rates and hotges were generally unchanged.

Finance.Loan demand rose slightly since our most recerdrteResidential mortgage demand
was mostly unchanged in the District, althoughdhgas some increased demand in Virginia and North
Carolina. A lender in Virginia said that the faviblerate environment had raised residential moggag
demand and generated some growth in refinancenign@ommercial and industrial lending was higher
in the Carolinas, Virginia, and West Virginia. Lamd in North Carolina and Virginia said that pipes
are growing and that most activity is new and a&irtg away from other banks. Commercial lenders in
South Carolina and Virginia noted an uptick in danstion lending for multi-family projects. Demand
for credit and capital investments also rose int&@&arolina, while mergers and acquisitions pickpdn
West Virginia. In contrast, a lender in Marylanddsthat banks had a lot of money to lend but naiug
demand. Competition remained strong among lengeting rates slightly lower and tightening margins
for banks. There were some reports of lower cigtditdards. Credit quality improved slightly accogdi

to contacts in Virginia and was unchanged elsewimettee District.
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Real Estate.District housing market activity continued to iaase at a modest pace since the
previous report. However, Realtors in some locati@ported slower buyer traffic and a slight deseea
in housing inventories. Average sale prices andameedays on the market varied. A Maryland contact
reported gradual improvement in home sales stafe;veind higher average home prices. A broker in
Richmond stated that cash buyers remained veryeadte also reported some recent higher-end home
sales aided by lower interest rates. Single-familysing construction increased slightly in the Gaas
and Virginia since the previous report. A Southdllaa residential builder stated that the high-end
market is bouncing back, and that new home privereased slightly. Multifamily construction and
leasing remained active throughout the District.

Activity in commercial real estate markets increas®destly since the previous report. District
Realtors reported slight increases in the amouretafl leasing activity, but slower leasing adinin the
office sector. Growth in rental rates varied byioegand submarket. Commercial sales increased and
prices rose slightly. Sales of retail space impdoveRichmond, Virginia Beach, and Washington. A
broker in Virginia Beach commented that the retatdtor continued to firm up, with retail rentalerat
growth and strengthening retail construction. A i&son, West Virginia contact stated that office
vacancy rates remained high and market activity wahanged since the previous report. On the other
hand, a Columbia, South Carolina broker said thebffice sector has been “unreal” and noted an
increase in rental rates. A Virginia condominiunveleper reported an increase in new construction.
Additionally, a Realtor in Charlotte said that pmsly announced office construction projects “are
coming out of the ground” and there is a lot ofibess relocation activity.

Agriculture and Natural Resources.District agribusiness contacts reported seasdoairgg
since our previous Beige Book, although businesslitions are better than last year at this timeegsd
farmers stated that planting and harvesting waisHed for the year, although harvesting completion
dates were later than usual. Farmers in South @arahd Virginia reported no change in input prices
the past six weeks and said that output prices gemerally unchanged.

Coal production remained at the same low levelall/as in our previous report. A contact stated
that West Virginia coal production levels are daslightly year-over-year, except in the northernt pér
the state, where production increased modestlyarast six weeks. Coal prices are unchanged sunce
last report. Natural gas production increased naidbrin recent weeks, and prices decreased sfightl

Labor Markets. Labor demand rose since our previous report, yegrbwth in the Carolinas.
Reports from Asheville and Raleigh, North Carolvere particularly strong, with new hiring focused i
software, professional and business services, raaturing, and hospitality. Modest increases in tabo
demand were reported in Maryland and West Virgimainly for cybersecurity experts in Maryland and

for workers in manufacturing and natural gas in Wésginia. Demand for labor in Virginia was little
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changed outside of seasonal increases. Contaotgytiwut the District continued to cite difficulties
finding skilled workers in manufacturing, healthr&dT, truck driving, and hospitality (especiailtythe
culinary field). On balance, wage pressures weremail, with a few industry-specific exceptions.
According to our most recent surveys, manufactugmployment grew at a slightly faster pace while
average wage growth slowed somewhat. In the seseictor, the rate of hiring moderated from therggro

pace of a month earlier. Average wages in the seseéctor generally rose modestly.
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SIXTH DISTRICT — ATLANTA

Business contacts indicated that economic actootytinued to improve for the Sixth
District since the previous report. The outlookosug) the majority of contacts was positive with
most expecting higher growth for early 2015.

District merchants noted holiday sales levels veotel for November and early reports
for December indicate much the same. Automobilesszontinued at a solid pace. The
hospitality sector reported a strong holiday seasontinuing the level of activity that it had
been experiencing all year long. Residential hogibrokers and builders noted that home sales
growth was flat to slightly down from the previom®nth while home prices continued to
appreciate. Existing home inventories were flatrfiast month and new home inventories were
flat to slightly up. Commercial contractors debed construction activity as improving, with
the multifamily segment of the market noted asipaldrly strong. Manufacturers indicated that
overall activity strengthened since the previoymre On balance, banking contacts noted that
loan demand improved. The District continued tpegience job gains across most sectors.
Similar to the previous report, contacts noted onilgl cost pressures.

Consumer Spending and Tourism.District retail contacts appeared upbeat heading
into the holiday season. While sales on Blackdyridlere adequate, merchants indicated that
pre-Thanksgiving discounting, online shopping, atades opening on Thanksgiving Day,
helped November end with solid results. Early repfor December appeared strong and
merchants expect the additional day of shoppingdet Thanksgiving and Christmas to bode
well for year-end results. Motor vehicles salesen®bust as demand continued to grow.
District auto dealers noted that customers weretirgpimmediately to lower gasoline prices by
purchasing new, larger vehicles.

Reports on tourism and business travel remaineitiymfom late November through
December. Tourism industry contacts reportedangtholiday season with high occupancy
numbers at hotels and resorts. Hospitality coateahtinued to report additional capital
expenditures on tourism infrastructure as wellteeng advanced bookings for the first two
guarters of 2015 in the hotel and conference setgnen

Real Estate and Construction.Most District brokers indicated that home sales fell

short of their plan for the period. Many contaubséed that home sales were flat or down slightly
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compared with a month earlier. Brokers continueckport modest home price appreciation.
The majority of brokers indicated that inventorydts remained flat from the prior month’s level
and that buyer traffic was flat to down over thenegperiod. Brokers indicated that they expect
home sales to remain flat or increase slightly dkiernext three months.

Incoming signals from District homebuilders werkatigely unchanged since the last
report. Contacts characterized construction dgtas flat from the previous month and new
home sales were flat to down slightly over the saer&od. Most builders indicated that the
inventory of unsold homes was flat to slightly uprpared with a month earlier. Modest home
price appreciation continued to be reported. Bagtioutlook for new home sales and
construction activity over the next three months fearly positive, with most indicating that
they expect activity to be flat to slightly up.

Commercial real estate brokers across the Digtoictinued to report improving demand,
though they cautioned that the rate of improvemaned by metropolitan area, submarket, and
property type. Commercial contractors noted camthstrength in apartment construction and
that the pace of nonresidential construction agtisontinued to increase modestly. The outlook
among District commercial real estate contacts nesrfairly optimistic.

Manufacturing and Transportation. District manufacturers indicated that activity was
solid, as the strong growth noted in the previcersoal continued. New orders and production
remained at healthy levels, and contacts repor¢abte increases in employment. Supplier
delivery times slowed and commodity prices incrdasedestly. Optimism among
manufacturers rose notably since the last repogdergpd, with over half of contacts expecting
productions levels to increase over the next ttoesx months.

District transportation contacts reported sligltigher activity from late November
through December compared with year earlier levélsicking and logistics contacts noted
significant increases in demand; however, capaachstraints due to a lack of drivers continued
to hinder growth. Railroad contacts reported dewdhyit increases in shipments of grain,
petroleum products, metallic ores, and militarycmaery and transportation equipment.
However, total rail traffic was flat compared witke previous reporting period. Maritime
shippers cited significant capital expendituresassel capacity, including barges and petroleum

tankers, as well as increased investments in LN@eped ships. District ports experienced
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significant growth in container traffic comparedhvihe same period last year. The majority of
transportation contacts expect higher growth ins201

Banking and Finance. Credit conditions were largely unchanged from trevjous
reporting period. Contacts reported large buse®bad easy access to credit; small businesses
were experiencing small improvements in their &ptth access credit. Loan demand increased
among most lines of business. Loan pricing andciire remained competitive.

Employment and Prices. Businesses reported that the reluctance to hirenaagg
somewhat in the face of continued increases in ddm#n November, Sixth District states
added 49,500 net jobs. Job gains were fairly wickssd across sectors, though retail contributed
the most jobs. The unemployment rate in the Sdigitrict declined 0.2 percentage point to 6.4
percent in November. Reports of high turnovergatere more prevalent since the previous
report, with many firms offering improved benefitgtably health care, as an employee
retention device. In addition, the conversion aitgime workers to full-time accelerated as
businesses tried to meet increased product denmehdaost employee loyalty.

Businesses continued to cite little input cost gues and limited pricing power, with
some notable exceptions in commercial constructransportation, real estate, and food. The
Atlanta Fed’s December survey of business inflatigpectations indicated that firms’ year
ahead unit cost expectations were essentially utggthat 1.9 percent. Contacts also expressed
a slight shift in their assessment of labor cosspures over the coming year with a growing
number of firms reporting acceleration in compeiosabudgets for 2015. Some firms conveyed
they were increasing starting pay or planning tovenabove minimum wage in an effort to
attract and retain their workforce. Converselyesal employers also reported that where
possible, they were holding down base pay andadsaelding benefits or performance bonuses.

Natural Resources and Agriculture. Supply of crude oil and natural gas continued to
outpace demand, leading to high inventory levetesscthe Gulf Coast. Industry contacts in the
energy sector reported that the downturn in theepof oil has influenced their outlook and
strategic planning for 2015, including a heightefamis on cost management, more prudent
investments, and faster, more efficient drillinghteiques. Exploration and production firms
shared plans to continue drilling operations actbesGulf Coast and in Louisiana in 2015,

though they intend to approach projects more caslyo The same goes for oil service
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companies in the region, which are evaluating cedtiction strategies if low energy prices are
sustained.

While the District experienced varying degreesrofught ranging from abnormally dry
conditions to a few areas of severe drought, soeesaf Alabama, Georgia, and the Florida
panhandle saw some moderate improvement in draagialitions. Protein producers that rely
on corn for feed reported improved margins becafisentinuing low corn prices. The most

recent cotton and orange crop forecasts were Bfliglgher than last season’s production.
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SEVENTH DISTRICT—CHICAGO

Summary. Growth in economic activity in the Seventh Distriemained moderate in
December, and contacts expected growth to conihaesimilar pace in 2015. Consumer
spending, business spending, and manufacturinguptioth all increased moderately, while
construction and real estate activity increasedesthg Credit conditions were little changed on
balance. Prices were also little changed with #weption of energy and some agricultural
commodities.

Consumer spending. Growth in consumer spending remained moderaesember.
Overall, holiday sales slightly exceeded expecatatias consumers benefitted from generous
promotions, advantageous weather conditions, amdrlgasoline prices. Growth was robust for
apparel, footwear, hobby items, specialty giftr8pg goods, and toys, but was slower for the
food and beverage sectors. Light vehicle salegasad steadily in recent weeks. Auto dealers
reported that accommodative financing terms coetinio spur sales and that lower gas prices
were leading consumers to shift purchases towadksrand SUVs and away from cars. In
general, retailers expect sales growth to remaidaraie in 2015, supported by the improving
job market and the prospect of continued lower gnerices.

Business spendingBusiness spending also continued to grow at a natel@ace in
December. Most retailers reported comfortable ibmgnlevels, though some noted that stocks
of winter-related items were slightly elevated hessaof the mild weather in the early winter.
Inventories also were at comfortable levels for rmaanufacturers, though one contact noted
that inventories of farm tractors were elevateddieg agricultural equipment manufacturers to
offer special financing and extended warranty paiotg to lure buyers. Capital expenditures and
spending plans continued to rise. Outlays were dipmgnarily at replacing industrial and IT
equipment, though many contacts also reported spghor capacity expansion. Hiring
increased and contacts expected job growth tomaain the coming year. There was ongoing
strong demand for skilled workers, particularly fioose in professional and technical
occupations and skilled manufacturing and buildnages. In addition, a staffing firm reported
an increase in demand for its services from smaalt medium-sized businesses.

Construction and real estate. Construction and real estate activity increasedestly

in December. Demand for residential constructios litde changed in both the single- and
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multi-family markets. Although homebuilders werdiopstic about the overall economy, many
were concerned that the housing sector would coatia lag in 2015. Home prices and
residential rents both increased, while the pad®aie sales slowed. Real estate contacts
forecasted flat or modest growth in home saleitb2 Nonresidential construction increased,
driven in large part by demand for industrial afiiice buildings. Commercial real estate activity
expanded broadhracancies ticked down, rents rose, and leasingdafstrial buildings, office
space, and retail space all increased.

Manufacturing. Manufacturing continued to grow at a moderateepadecember.
Activity in the auto, aerospace, and energy indestremained a source of strength for the
District. Demand for inputs for oil and gas prodoctremained strong, boosted by projects
begun before the fall in oil prices. An energy istity contact noted that given the typical lag
between prices and production, activity should begislow in the second quarter of 2015.
Demand for steel rose steadily, with expectatienscbdntinued growth in 2015. Most specialty
metals manufacturers reported steady gains in ®ated solid order books, and some contacts
indicated a surprisingly high level of activity duy the typically slow holiday season. In
contrast, demand for heavy machinery grew slowlgugh there were marked differences across
product categories: Sales of construction machinenginued to grow at a moderate rate, while
sales of agricultural and mining equipment remanvedk.

Banking/finance. Credit conditions were little changed on balaimcBecember.
Financial market volatility stabilized after spigiluring the prior reporting period, while equity
markets moved higher. Business loan demand wagystaad credit line utilization remained
elevated for middle market firms. Banking contawised the fall in oil prices as a source of
medium-term uncertainty for business lending, wlibhvnside risk to loan quality for firms in the
oil supply chain. Demand for auto loans increaselthe with expectations, and a contact noted
a significant spike in credit card applicationsgbneral, banking contacts viewed current
conditions as favorable for continued growth inibass and consumer lending in 2015.

Prices/costs.With the exception of falling energy prices, costgsures were little
changed in December. Most contacts reported nogehianprices, while retailers noted some
downward price pressure. Of the few contacts rampgrice increases, most cited rising labor
costs as a driver. Many contacts noted that skiflbdr was in short supply, and wage pressures

continued for such workers. Wage pressures rema@ssdoronounced for unskilled workers, but
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a staffing firm noted that it was working with aiis to raise contract wages in an effort to
reduce labor force turnover. Non-wage costs chalitjiedon balance, though a number of
contacts again reported rising healthcare costs.

Agriculture. Corn and wheat prices rose during the reportargpd, while soybean
prices were flat. Wheat prices were up becauseafght and cold snaps in areas producing
winter wheat and because of limits by the Russ@egiment on exports. The record harvest
had created concerns about sufficient crop staspgee, but reports indicated that enough space
was available. Shipping delays eased too, allowiogks to move more smoothly to end users.
The late extension of beneficial tax deductiong gvile a boost to after-tax agricultural income
in 2014. Low crop prices led farmers to focus onimizing costs instead of maximizing output
in 2015, so that they purchased fewer and loweriopsits. In addition, rental terms for some
cropland were under pressure because farmers wiotilthake enough to cover their costs next
year. Ethanol margins compressed with the dropliprizes. Hog and milk output was higher
than expected, leading to further price decred3atile prices were little changed, but became

more volatile.
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Eighth District - St. Louis

Summary

The pace of economic growth in the Eighth Distias slightly faster than the pace
reported in the previous Beige Book. Early holidggles reports from retail contacts have
indicated an increase relative to a year ago. Redoom auto dealers have generally been
positive. Recent reports of planned activity in nofacturing and services have also been
positive, on net, since the previous survey. OVeradidential real estate markets have remained
weak, while commercial and industrial market caodié have continued to be mixed. Lending
at a sample of small and midsized banks increased inid-September to mid-December.
Consumer Spending

Anecdotal reports from retail contacts indicatedt ttonsumer demand has grown since
the previous reporting period. Retail contactsitaited growth to low gas prices, improving
regional labor markets, and low interest rates. i#aithlly, initial reports indicated that holiday
sales throughout the District have been higher thsinyear’s holiday sales. Retail contacts also
indicated they hired more seasonal employees #as than last year.

Auto dealers reported that end-of-year sales resda@bove goals—although one contact
reported that sales were more sluggish in recemitimsahan in the third quarter. Contacts noted
that inventories of luxury cars are increasingdagtan sales for some dealers.

Manufacturing and Other Business Activity

Plans for manufacturing activity remained positinethe most recent reporting period.
Firms in chemicals, aviation, packaging, and ligtachinery plan to hire new employees and
expand operations in the Eighth District. In costrdirms that manufacture furniture and paper
reported plans to lay off workers or close fa@#ti Hiring plans among food manufacturers were

mixed.



VIII-2

Plans for activity in the District’'s service sectmive also remained positive. Firms in
logistics and information technology services régadrmew hiring and expansion plans in the
District. In contrast, firms in courier, buildingaimtenance, and business support services plan to
lay off employees. Reports from firms in healthceeevices were mixed.

Real Estate and Construction

Home sales decreased in the Eighth District onaa-geer-year basis. Compared with the
same month in 2013, November 2014 monthly homes sedége down 11 percent in Louisville, 1
percent in Little Rock, 9 percent in Memphis, ange2cent in St. Louis. Residential construction
declined in the majority of the District metro ase&lovember 2014 year-to-date single-family
housing permits decreased in the majority of thstridt metro areas compared with the same
period in 2013. Permits decreased 9 percent insuillg, 16 percent in Little Rock, and 5
percent in St. Louis. Permits increased 2 pergceMemphis.

Commercial and industrial real estate market cambtin the District have continued to
be mixed. A contact in Louisville reported modesprovement in the office space market. A
contact in Little Rock expressed concern regardingupancy rates in the downtown office
market. In contrast, a contact in Memphis notedngfrleasing activity in the office market and a
contact in St. Louis noted that tightening indwadtnmarket conditions are placing upward
pressure on asking rents. Commercial and indusioiétruction has also been mixed throughout
the District. A contact in Louisville reported thatlarge employer has finalized plans for a
distribution center near Jeffersontown, Kentuckycohtact in Little Rock reported that work on
Arkansas’s first outlet mall in southwest Little ékowill begin in January 2015. Contacts in
Memphis noted that its access to rail, water, anttransportation continues to encourage large
employers to build distribution centers and rettdres in the area. A contact in St. Louis

reported that a major employer recently broke gdomm a new production facility.
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Banking and Finance

Total loans outstanding at a sample of small andsineéd District banks increased 1.2
percent from mid-September to mid-December. Reaatesoans, which account for 71.1 percent
of total loans, increased 0.6 percent over thisoderCommercial and industrial loans, which
account for 16.3 percent of total loans, increa8dl percent over the period. Loans to
individuals, which account for 5.4 percent of tdtzns, increased 2.9 percent over the period.
All other loans, which account for 7.3 percent ofat loans, increased 1.8 percent over the
period. During this period, total deposits at thieaeks increased 2.5 percent.
Agriculture and Natural Resources

As of late November, about 96 percent of the Dustriinter wheat crop was rated in fair
or better condition. On average, 81 percent ofwinger wheat crop had emerged across the
District. A rate slightly below the 5-year averggegress rate for this time of year. The majority
of the slowdown was attributed to planting delaydllinois because of wet weather conditions
in October. Year-to-date red meat production inDirict was 8.7 percent lower in November
2014 than in the same month last year. This deghia® driven primarily by lower production in
lllinois, Indiana, and Missouri, which collectivebroduce around 89 percent of the District’'s red
meat output. Year-to-date coal production in thetidit was 2.8 percent higher in November
2014 than in the same month last year; coal pramludor November 2014 was about 3.2

percent higher than in November 2013.
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NINTH DISTRICT--MINNEAPOLIS
Overall, the Ninth District economy grew at a mddezsce since the previous report. Increased
activity was noted in consumer spending, profesdisarvices, manufacturing, and non-energy
mining. Activity was level in tourism and mixed @ommercial construction, commercial real
estate, and agriculture. Energy, residential rette, and residential construction were down.
Labor markets continued to tighten since the previ@port. While overall wage increases
remained modest, there were examples of steepeases in some regions and industries.
Overall price increases were modest, but some dsesevere noted.
Consumer Spending and Tourism
Consumer spending increased moderately. A Minneapoda mall reported heavy traffic early
in the holiday season, followed by steady traffitef in the season; overall traffic and sales were
flat to slightly higher compared with the previotesar. A Montana mall reported strong sales
activity the week before Christmas, with overalesaup nearly 10 percent compared with a year
earlier. A representative of a retailers’ assogratvas optimistic about the holiday shopping
season in North Dakota, based on reports of stirafigc at stores. A poll of Minnesota retailers
taken after Thanksgiving weekend showed that Hakltspondents expected the holiday season
to finish better than the previous year, with tiaéahce mostly expecting sales similar to 2013.
An auto dealer in Minnesota noted strong salesdoeinber, particularly for corporate vehicle
fleets.

Overall tourism was about level with a year agdeA&n early snowfall and an early
start to winter sports, warm weather reduced witgerism in some areas during December.
Low snowpack slowed snowmobiling and cross cousitiyng in northwestern Wisconsin,
according to an official. Lift ticket and lodgingles were on par with a year ago, and future
bookings were strong at a Montana ski resort. Bowiin western South Dakota was up slightly
compared with a year ago.

Construction and Real Estate

Commercial construction activity was mixed. In Stdtalls, S.D., the value of November
commercial permits increased from a year ago. limBs, Mont., commercial permits decreased
in value in November from a year earlier. Resid@rdonstruction activity in the District was
down compared with a year ago. In the Minneapdiid?8ul area, the value of December
residential permits decreased 9 percent compardDecember 2013. In November 2014,
residential permits dropped in the Bismarck, Nddea from November 2013. November single-
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family residential building permits in Billings ineased in value from the previous year, but
multifamily permits decreased in value. The val®lovember residential permits in Sioux
Falls increased from a year earlier.

Activity in commercial real estate markets was @qdixsince the previous report. A real
estate analytics firm noted that occupancy ratésravenue per available room were expected to
drop from the third quarter to the fourth quarte2014 in the Minneapolis-St. Paul area. A
Minnesota property manager noted increased leasitigty for retail and office properties
during the reporting period. Residential real estaairket activity decreased from a year eatrlier.
In the Sioux Falls area, November home sales wanand.2 percent, inventory increased 1
percent, and the median sales price increasedcémenelative to a year earlier. November home
sales in northwestern Wisconsin were down fromax garlier; the median sales price was down
6 percent. Minnesota home sales were down 13 perc&ovember from a year earlier, the
inventory of homes for sale increased 5 percemnt th@ median sales price rose 3 percent.
November home sales in the Bismarck area were abeeitwith the same period a year ago.
Services
Activity at professional business services firms@ased since the previous report. A law firm in
the Minneapolis area noted a recent significanteiase in merger and acquisition activity among
small startup firms. A logistics consulting firm Minnesota noted increased billings since the
previous report. A Minnesota architect noted steativity since the previous report.
Manufacturing
Manufacturing activity increased slightly. A manctizring index released by Creighton
University (Omaha, Neb.) increased in December fiimenprevious month in Minnesota and
South Dakota, but it fell slightly in North Dakotdowever, the index remained at levels
consistent with expansion in activity in all thitates. Through October, manufactured exports in
District states were up 1 percent compared witlsdree period a year earlier. A producer of
commercial windows noted that demand for its préegldoubled in the last six months.

Energy and Mining

The energy sector slowed slightly in response welooutput prices. Oil and gas exploration
activity decreased in late December compared wittoath earlier in Montana and North Dakota.
However, a company announced plans for four nesetlend natural gas processing plants in
North Dakota. Mining activity increased slightlyidi¥ict iron ore mines were operating at near
capacity, with production in November slightly hegtthan its level a year earlier.
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Agriculture

Overall agricultural conditions remained mixed sitike previous report, with livestock and dairy
producers faring better than crop farmers. Accaydathe Minneapolis Fed’s third-quarter
(October) survey of agricultural credit conditioB9, percent of respondents said farm incomes
had fallen from a year earlier, while 63 percepréed decreases in capital spending. The fourth
guarter outlook was weaker, as 81 percent of lenegpected farm incomes to fall, while 77
percent expected capital spending to decreasedrpear earlier. Prices received by farmers in
December decreased from a year earlier for coghesms, wheat, hay, and milk; prices increased
for cattle, hogs, eggs, and poultry.

Employment, Wages, and Prices

Labor markets continued to tighten since the pevi@port. In Minnesota, a bank announced
plans to hire up to 3,000 new employees companywi@®15. A holiday seasonal retailer in the
Minneapolis-St. Paul area reported increased diffydinding workers. A contact in the Upper
Peninsula of Michigan noted difficulty finding sletl construction workers. Lower oil prices led
to an overall slowing in hiring in the energy praahg regions of North Dakota and Montana, but
labor conditions remained tight. Contacts notedrtinued shortage of truck drivers. In contrast,
a distribution center in Minnesota will close, dlating almost 70 jobs.

While overall wage increases remained modest, there examples of steeper increases
in some regions and industries. Some constructiorsfin the Minneapolis-St. Paul area noted
that labor costs have increased recently. In amgisome managers at Minneapolis-St. Paul area
restaurants indicated that they were increasingew &g attract employees. An assisted living
facility in eastern North Dakota was offering $1@Gigning bonuses to fill positions for nurses,
according to a report.

Overall price increases were modest, but some deesewere noted. Minnesota gasoline
prices at the end of December were 75 cents pemgalwer than in mid-November and a dollar

per gallon lower than a year ago. Metals pricegdly decreased since the previous report.
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TENTH DISTRICT - KANSAS CITY

The Tenth District economy continued to grow sligim December, and most contacts
expected moderate growth over the coming monthss@uoer spending slowed slightly as retail,
auto, and tourism sales experienced a decline. Menveontacts anticipated an increase in
consumer spending in the coming months. Districtufiecturing and other business activity
increased slightly with a moderate expansion atfoigcproduction for durable goods
accompanied by sluggish factory production for noatlle goods. Real estate activity continued
to edge up, with a moderate rise in commercial estdte activity offsetting seasonally sluggish
residential real estate activity. Contacts in taeking industry reported a slight increase in
overall loan demand, stable loan quality, and stelsghosit levels. Agricultural growing
conditions were favorable, with improved soil morstin many parts of the District and a winter
wheat crop that was rated in mostly good conditidre District’s energy sector slowed in
December and was expected to slow further in resptmlower energy prices. Contacts in most
industries continued to note a modest rise in dvpriges with a slight acceleration in wages
primarily due to labor shortages.

Consumer SpendingConsumer spending slowed slightly in December alstitity
remained higher than a year ago with solid expiectatfor the coming months. Retail sales
declined from the previous survey and were lowanth year ago. Several retailers noted a drop
in sales of high-end products, although sales afdhonprovement items were steady.
Expectations for future sales moderated but rendgositive, and inventory levels were
expected to drop considerably. Auto sales decrehsct a slower rate than in the previous
survey. However, auto sales remained higher thanggo levels, and dealer contacts expected
moderate growth in the months ahead. Auto inveesacdntinued to rise, with further increases
expected. Restaurant sales improved in Decembewarelmoderately above year-ago levels,
with further growth anticipated in coming monthsstiict tourism activity declined modestly,
although activity was higher than a year ago andams expected strong growth for the
remainder of the winter ski season.

Manufacturing and Other Business Activity. District manufacturing and other business
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activity increased slightly in December. Factorgdurction expanded at a moderate pace,
particularly for electronics, aircraft, and machinproducts, while nondurable goods production
remained sluggish. Contacts reported marked gaifectory shipments and new orders, and
expectations for future factory activity remainédalid levels. Manufacturers’ capital spending
plans increased modestly from the previous suraeg,export orders were expected to rise
moderately. Transportation firms reported weak#éwiyg, although sales were similar to year-
ago levels with moderately higher expectationddture months. Professional, high-tech, and
wholesale trade contacts noted a slight increasales from the previous survey, but the pace of
growth was expected to slow somewhat in coming hmrilost businesses reported solid
growth in capital spending plans.

Real Estate and ConstructionDistrict real estate activity continued to edgeasp
stronger commercial real estate activity offsesseally sluggish residential real estate activity.
Expectations for overall real estate activity weositive. Residential home sales decreased
moderately compared to the previous survey pepadially due to typical seasonal sales
patterns. Sales of low- and medium-priced homesirmaed to outpace sales of higher-priced
homes; however, a few contacts reported an ineargagilume of mid- to higher-priced homes
sales. Home prices continued to increase modaattg she previous survey period as
inventories fell further. Expectations for residehhome sales and prices were positive as
inventories were anticipated to continue to decimalestly. Residential construction activity
decreased modestly, and traffic of potential buyes flat. Housing starts fell modestly, and
sales of construction supply materials were modgréielow previous survey levels.
Commercial real estate activity continued to inseeat a moderate pace, and contacts reported
lower vacancy rates and higher absorption rateaptations, sales, prices, and rents. The
commercial real estate market was expected toraomtio expand moderately over the coming
months.

Banking. Bankers reported a slight increase in overall idamand, stable loan quality,
and steady deposit levels through December. Hakkggondents reported increasing demand for
commercial and industrial loans, while the othdf hated steady demand. Most respondents
reported steady demand for agricultural, consumsailment, and commercial real estate loans.

Demand for residential real estate loans remaingddnMost bankers indicated loan quality
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was unchanged compared to a year ago, and a ngagbbankers expected the outlook for loan
guality to remain the same over the next six marfhedit standards remained largely
unchanged in all major loan categories. In addjta@posit levels remained mostly constant,
with more bankers reporting increasing depositlgetlean during the last survey.

Agriculture. Agricultural growing conditions were generally ¢agble in December, and
crop prices rose modestly. Although some westezasaof Kansas and Oklahoma remained dry,
scattered rains improved soil moisture in manygafthe District and the winter wheat crop
was rated in mostly good condition. Wheat pricesaased modestly amid global supply
concerns due to limits on Russian grain exportslewer production estimates in Australia.
Corn and soybean prices also rose modestly sirckash survey period due, in part, to a slight
downward revision in 2014 U.S. production estimakeshe livestock sector, weaker export
demand for pork placed downward pressure on haggrHigh feeder cattle prices prompted
some producers to feed cattle to heavier weighi®tst profit margins.

Energy. The District’s energy industry slowed in Decemtéost respondents reported
lower drilling activity, and demand for oilfield seces fell. Oil rigs decreased marginally while
natural gas rigs increased. Future drilling activdmployment, and capital expenditures were
projected to be significantly lower in responséotwer oil prices. The price of oil dropped to
half of its June peak and was projected to falhfer through early 2015. Firms’ opinions were
mixed about oil prices one year out, but on avethgg expected a rebound of 15 to 20 dollars
per barrel from year-end 2014 levels. Moderate sgatpres and higher production pulled down
the natural gas spot price over the reporting pemoth future decreases expected. A few firms
reported increased difficulties accessing cred# ttulower oil prices.

Wages and PricesPrices in most industries continued to grow mogeéstDecember,
and wage growth accelerated slightly, with manytacts citing labor shortages. Retail prices
rose moderately, and restaurant menu prices catitauincrease due to higher input costs.
Manufacturers’ raw materials prices increasedpaigih at a much slower pace, while finished
goods prices were unchanged from the previous gy®eod. Transportation input prices were
flat in December after declining during the prexd@urvey period, while selling prices in the
sector remained unchanged. Construction matenielegremained steady, but most contacts
anticipated a slight rise in the months ahead. Wagéhe retail sector continued to increase

during the holiday season, and transportation ctétzoted higher wages due to difficulties
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acquiring CDL drivers. Nearly all contacts reporiecreased labor costs as a result of new
healthcare regulations. Respondents noted a plartisliortage in skilled machinists, engineers,

IT developers, and a sustained shortage of trugied.
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ELEVENTH DISTRICT—DALLAS

The Eleventh District economy expanded at a diiglibwer pace over the past six weeks than in
the previous report. Manufacturing activity congauto increase. Retailers and automobile dealers sa
steady or higher sales. Growth in loan demand plicie and demand for nonfinancial services was
stable or improved. Home sales grew, and apartarehbffice leasing activity remained strong. Demand
for oilfield services declined modestly, while agidture conditions improved a little. Upward preved
wage pressures moderated slightly. Employment istmndlustries held steady, but there were some
layoffs. There was more uncertainty and generalg boptimism in outlooks than in the prior repaith
contacts across several industries expressing noabeut the impact of lower oil prices on the Bt
economy.

Prices Most responding firms said prices held steadyr the last six weeks, with fewer
instances of firms raising prices than in the prasireport. Retailers and auto dealers noted sigachs,
and accounting and legal firms said billing ratesevunchanged since the prior report but higher ¢ha
year ago. Prices and fees generally moved up attresgaffing industry in part due to higher co§iae
primary metals manufacturer said they were finablle to pass through a slight price increase, vibod
and fabricated metals producers noted continugeéases. Other manufacturers generally reportetestab
prices. Cement, glass, and brick manufacturerddrlns to raise prices in 2015. There were refrts
lower cotton, dairy, and meat prices, and a fewaxdn said energy firms were requesting discoumts o
machinery pricing.

The price of West Texas Intermediate crude oilblirply over the reporting period, as global
supply growth met softer international demand. phee of natural gas dropped, as did gasoline and o
highway diesel prices.

Labor Market Reports of hiring were slightly less widespréaah in the prior report, and there
were scattered reports of layoffs. A few energyméireported hiring freezes and layoffs. Staffimm§,
auto dealers, and cement, high-tech, and fabricagtdls manufacturers reported increased payrolls.
Retailers mostly noted flat employment levels, dn# contact reported ongoing hiring in line witlesa
growth. Construction contacts continued to repdiglat labor market.

Reports of rising wage pressures were less previien in the previous report. Staffing services
firms noted continued wage pressures, particufarlgertain sectors and positions, although ome fir
said companies continued to resist wage increbfmgard wage pressure on semi-skilled positions in
manufacturing eased, but contacts noted contintesspre for high-skilled labor mostly in high-tesid
food manufacturing. Airlines reported higher saariand one brick manufacturer said they plan to

increase wages in the near future.
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Manufacturing Most manufacturers noted stable or higher demarmwkghe last report, and
outlooks were positive. Reports on demand growdmflumber, cement, glass, and brick manufacturers
were mixed, but all contacts noted that businesswpafrom a year ago. Primary metals producersasaw
seasonal dip in demand, while fabricated metalsufis@turers continued to note increases.

High-tech manufacturers said overall demand heddst over the last six weeks, but they noted
that demand for high-speed processors, in particpieked up recently. Respondents expect salestigro
in 2015 to be slower compared with the past seweals, but to remain well above the long-termdren
They also anticipate growth in electronic deviaesutperform the rest of the industry.

Food producers said demand was unchanged ovezfbeing period and flat from a year ago.
Chemical producers reported higher production rat®&vember compared with year-ago levels. Gulf
Coast chemical manufacturers, who use naturalayaeet their operations, said the lower price dfhais
narrowed their competitive edge over their foreigmpetitors that rely more on oil for productiomi§
development, combined with weaker global demandaasitiong dollar has led to a decline in exports of
chemical products. Refinery utilization rates irmsed, and outlooks for refiners and chemical
manufacturers remained positive.

Retail Sales Retail demand grew during the reporting perind,reports on the pace of growth
were mixed. Two national retailers said Texas’ salerformance was a bit slower than the nationadlyer
while a third national retailer noted Texas walrig with the national average. Black Friday weeaken
sales were in line with or above retailers’ expgéate. Contacts reported uncertainty in their aokkfor
2015 partly due to lower oil prices and possibiegdeclines for some meats, produce, and
pharmaceuticals.

Automobile sales held steady or increased slightigl demand was up from a year ago.
Inventories were generally high because of thedost of carrying inventory. Some auto dealers were
front loading inventory of Ford trucks as the newd®al will be slow to roll out. Outlooks for 2015 wee
positive.

Nonfinancial Services Most nonfinancial services firms reported flahagher demand and
positive outlooks. Reports on demand for staffieyes were mixed, with some contacts noting gfron
increases, while others noted a slight decline. €afing firm noted a slowdown in hiring in Housto
All skills were in demand, with one contact repogta significant increase in orders from the
engineering, IT, and finance sectors. The accogrdattor continued to operate at high levels atiagt
and year-over-year growth was nearly in the dodigés according to most responding firms. Demand
for legal services increased slightly, but one fead their Houston office experienced a slightidip
activity. Litigation activity remained slow. Banlptcy work was beginning to pick up, and one contact

reported that an oil and gas firm was looking indémkruptcy options. Legal services to financial
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practices, particularly in private equity, contidue grow but contacts said that activity may shoaxt
year if oil prices remain low.

Transportation service firms said overall cargamwés held steady or increased. Shipping cargo
volumes increased, boosted by notable growth &l td@nage, and trucking firms reported stable
demand. Airlines said passenger demand held st#ady the previous report but was up slightly fram
year ago. Domestic airline demand remained strand,outlooks were positive.

Construction and Real Estate Home sales grew at a steady to slightly slower gauee the
last report, and sales were generally even withykear's levels. Builders were slowly building iyeit
inventory of speculative homes, but some contatbthat their appetite for land has declined. Home
prices continued to edge upwards, and several negmds reported pushback from buyers on pricing.
Outlooks were cautiously optimistic. Apartment dechaemained strong. Occupancy rates, although still
high, saw a slight seasonal dip. Rent growth stagéid in Dallas and Houston, but was startingdolc
off in Austin. Outlooks were generally positive tlsome contacts said they had revised down théis 20
outlook for Houston.

Office leasing activity remained strong, but onatect noted a slight pull back in demand from
oil and gas firms. Industrial demand was solid oukton but slowed in Dallas. A few contacts saét th
investors are taking a wait-and-see approach bedazfitbe steep decline in oil prices. Outlooks were
positive, but there was some concern about thetddvevel of construction in the Houston officel an
Dallas industrial markets.

Financial Services Overall loan demand accelerated slightly sihesprevious report. Growth
in consumer lending picked up, and business lenalitgide of the oil and gas sector increased. In
contrast, community banks in areas focused omdilgas said they were seeing some signs of slowing.
Demand for multifamily housing continued to driv@gth in commercial real estate lending, but one
contact said that their lending standards are bexppickier. Outlooks remained optimistic, but cacts
were concerned that sustained low oil prices may Jlexas growth in 2015.

Energy Demand for oilfield services fell in the Elevierdistrict. Declines were concentrated in
the Permian Basin as firms moved away from traditiozertical drilling, but the Eagle Ford and otbér
basins in the District also saw a slight drop of&ctivity. Outlooks for the first half of 2015 avery
uncertain and significantly weaker than in the praporting period, with firms expecting anywheren
a 15 to 40 percent decline in demand for theirisesv

Agriculture  Agricultural conditions improved slightly, burge portions of the state remain in
drought. Harvesting has wrapped up for all row sy@xcept cotton, which has been slow this yeaisand
nearing completion. Winter wheat has been planteldsame areas look good with ample moisture

received, while other areas need more rain to yaldcent crop and good grazing conditions. Cattle
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prices have declined slightly but remain near réd¢oghs. Dairy prices are markedly lower due to

increased global production.
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TWELFTH DISTRICT-SAN FRANCISCO

Summary

Economic activity in the Twelfth District contindeo improve moderately during the reporting
period of mid-November through late December 2@verall price and wage inflation remained modest.
Retail sales and demand for business and cons@méces increased moderately. Overall manufacturing
activity picked up, while agricultural conditionere mixed. Real estate activity advanced, mainthén
commercial construction sector. Lending activityswaixed.
Prices and Wages

Overall price inflation remained modest during tbporting period. In general, input costs were
fairly stable. However, increases in the cost efotes construction materials were widespread. $lged
of truck drivers contributed to increases in shigptosts in some areas, even amid fuel price declin
Supply constraints boosted wholesale prices ofymed@dnd meat. Effects on retail prices tended to be
minimal, but selected areas saw significant juriipolesale prices of agricultural commodities, sash
grains, were stable or declined. Oil price declioastributed to a drop in prices in the energynstee
aluminum production sector. Vigorous online compati exerted downward price pressures in selected
retail clothing segments.

In general, wages continued to increase at a mpaestduring the reporting period. Several
contacts reported that wages were flat or had @&se@ at about the rate of price inflation in tlae@a.
Labor shortages boosted wages of truck drivergspace engineers, andnstruction machinists and
framers. Regarding total compensation, some cantaxted thaincreases in employee medical insurance
premiums tended to offset any increases in wagasalaries.
Retail Trade and Services

Overall retail sales activity grew moderately dgrthe reporting period. Holiday spending
tended to be higher than in recent years and nosabin some areas. Sales met most expectatiots, wi
few reports of excess inventories. Higher-pricedi, electronics, men’s and women'’s clothing,

cosmetics, and accessories sold well. Online gpitesth exceeded in-store growth. Auto sales were
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robust in some areas, but came in somewhat belpacgations in other regions. Contacts attributed
stronger overall holiday sales to continued improget in employment conditions and decreases in gas
prices. Many contacts are optimistic that theseslibgoments will continue to spur retail spendin@@15.

Demand for business and consumer services grewratetieduring the reporting period.
Demand for cloud computing services continued togase. Sales in the limited service segment of the
restaurant sector slowed a bit in November buetdiack up as the holiday season progressed. klolida
spending in this segment was higher than in 2048 cantacts expect that lower gas prices will corei
to boost customer traffic in the new year. Travel sourism to Southern California grew substantial
2014, and contacts expect this trend to continteed15. In particular, travel from China grew ipiin
2014, and new extended visa rules for Chineseovssghould encourage even more tourism. Improved
snow conditions and declines in gas prices cortiibto a year-over-year increase in skier visitheo
eastern Sierra Nevadas during the reporting pe8pdnding per visitor at ski destinations alsoeased.
Manufacturing

Overall District manufacturing activity grew modtaty during the reporting period. Contacts
reported that energy demand from manufacturerssaiés. Biotechnology and pharmaceutical
manufacturing earnings were healthy. Semicondymrtmaiucers reported year-to-date worldwide sales
increased 10 percent from the same period a yelggreavhile U.S. sales were up 12 percent.
Commercial aircraft production was strong. Ordesidb@gs remained sizable, but contacts were
somewhat concerned that the decline in oil pricag cause airlines to start deferring purchasesasém
fuel-efficient planes. Sequestration continuedrtmle revenues and capacity utilization in the degen
aerospace sector, as the rate of new program detised. Increases in the pace of commercial
construction boosted domestic demand for recydksel and metals. However, the stronger dollar and
weaker foreign demand reduced exports of theserialgte
Agriculture and Resource-Related Industries

Agricultural conditions in the District were mixediring the reporting period. Declines in

petroleum prices contributed to reductions in thet of gas and fertilizer. However, some farmess al
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faced lower prices for their commodities. In someaag, restaurants purchased fewer vegetables. Dairy
farm profits increased significantly over the pgesar, but milk futures prices declined recently.
Uncertainty regarding future water availability@alifornia slowed new plantings of permanent crops.
Declines in demand from Japan and China contribistedreduction in exports of logs. However, modest
increases in the pace of new home constructionnmesareas slightly elevated domestic demand far. log
Real Estate and Construction

Real estate activity advanced during the reporergod. The pace of new single-family home
construction increased modestly in some areasedDibtrict, with relatively more activity in urbareas
than in rural areas. However, some contacts aitegtasing costs of materials and labor and a f®dh
available lots in some areas in their projectidra the pace of new construction will fall back®i 5.
Indeed, these contacts reported that the pacenstragtion permit issuance has declined. A few actst
indicated that home sales picked up a bit in De@zntlut some contacts reported that insufficient
inventory is damping the pace of sales. Multifanndgidential real estate construction activity wteng
in many areas of the District during the reporfegiod. Retail, office, industrial, or infrastruce
projects also were widespread. Most contacts viagiwegbace of construction as healthy. However, one
contact reported that some investors are concehatdgiven planned construction, there soon velbb
excess supply of multifamily units in their area.
Financial Institutions

Lending activity in the District was mixed duringetreporting period. Some contacts reported a
significant increase in loan demand, mostly indbestruction segment. Other contacts reported that
overall loan demand remained somewhat weak. In soges, businesses with sufficient cash turned
towards internal financing. Deposit growth was styacn many areas, and banks have ample liquidity.
Stiff competition for high-quality borrowers exegtdownward pressure on loan interest rates, and
declines in net interest margins were widespreatheScontacts reported that compressed margins

contributed to increased acquisitions as smallek$aombined in order to reduce operating costs.





