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Leeds Business Confidence Rebounds Ahead of Q1 2018

The Leeds Business Confidence I ndex (LBCI) cay
the national economy, state economy, industry sales, profits, hiring plans, and capital
expendituresAhead ofQ1 2018he indexis at59.5(up from 56.5in 4) andremained steady

ahead of Q2018 A total of240qualified panelists responded to the survey.

Leeds Business Confidence Index

Component Q12017 Q22017 Q32017 Q42017 Q12018 Change |
Quarterly \ Annual
State Economy 62.8 67.0 60.9 58.8 58.2 < <
National Economy 61.3 63.9 54.6 514 58.2 Z <
Industry Sales 59.8 64.3 62.4 58.5 61.6 Z Z
Industry Profits 59.4 62.8 61.2 57.6 60.6 Z Z
Industry Hiring 59.5 61.7 59.7 57.1 59.3 Z c
Capital Expenditures 59.1 61.0 59.5 55.8 59.3 Z Z
LBCI 60.3 63.4 59.7 56.5 59.5 Z C

1 Business confidence pivoted higher for ahead of Q1 2018, and remained unchanged
looking ahead to Q2 2018.
1 All six individual components of the LBCI remain in positive territory (above 50) ahead of
both Q1 2018 and Q2 2018.
1 Allcomponensof the LBCI rose ahead of Q1 2018, with the exception of the state
economy overall, which recordednaodest pullback.
i State and national economic expectations converged in@iicatingb usi ness | eade
expectations thathe Coloradoeconomyisless likely to outperform the nation
1 Among other issues, respondentsted little impact of the minimum wage increase on
their business. Likewise, most companies indicéditdd substitution of machinery for
workers.
T The LBCI ' s paointsiivsvd emnttamwditrhg Ciod orado’ s con
real GDP expansion, rising personal incomes, and other macroeconomic indicators.



Summary — Expectations Pivot Higher ahead of Q1

TheLBCloseahead of Q 2018, andremained steady ahead €2 2018.The overall index
remainscomfortably inpositive territory (above 50Expectations for ©2018 areupto 59.5 (a
3-pointincreasefrom last quarte}, butslipped 0.8 pointérom a year aga.ooking further ahead
to Q22018 the indexremained flatcompared to the prior quarter bulecreased/earover-year,
dropping by3.9 points All sixindividual components of the indeatso remairin positive

territory, and with the exception of state expectations, each component of the index improved

Expectations about the national economy recorded the greatest jump, while state expectations

recorded the only decline.
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National real gross domestic product (GDP) continued to grow &% 8S8easonally adjusted
annual rate (SAAR) irBQ017. Personatonsumption expenditureslowed gross private

domestic investmen&ccelerated and net exports improved for the quarter, while government
expenditureggrew modestly I n 2016, GDP grew 1.5%, foll
2.9%; analysts projeeiccelerating growth in 2017 and 2018. GDP has recorded positive growth
for the seventh consecutive year according to the Bureau of Economic Analysis@BBado
continued to experience positive real GDP growth, \Bi#% SAAR inZ2017. Colorado

accounted for 1.8% of total U.S. GDP h2Q17.
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National and State Economies — Continued Neutral Expectations

Expectations for both the national economy and state econaemained positiveahead of Q

and Q2 201&s the two indices convergeNational expectationgicreasedrom 51.4in Q4 to

58.2ahead of Q and57.6ahead of Q 2018. State expectations fell frof8.8in 4 to 58.2

ahead of Q and 586 ahead of Q 2018.Thismarks the first quarter since 2005 thexpectations

for the Coloradoeconomyhave notbeen higher thanhose fort he nat i onview.n panel i
While Colorado is expected to outpace the nation in economic growth in 20%&emonstrates

the view that the state i®n a slower growth path copared to the recent past. As wethis

survey period overlapped the tax bill vote, which may have boosted expectations for national
economic growth.

Panelists’ expectations for both thneutr@t ate anc
outlooks. Fothe state economy, more responden39(2%) believe that the state economy will

expand in Q than expect a decline(6%). Over half51.36) remain neutralMarking a strong

shift to positive expectationfor the national economy46.2%6 of respondents expect an

increase, whilel7.6% anticipate a decreas8g.3% are neutral).

Index (50=Neutral) National and State Expectations
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U.S GDP grew atB%6 SAAR in¥2017, an increasmthegrowthr at e from t he prior
rate of 3.1%. The BEA reported:

The increase in real GDP in the third quarter reflected positive contributions from personal
consumption expenditures (PCE), private inventory investment, nonresidential fixed
investment, exports, federal government spending, and state and local government
spending that were partly offset by a negative contribution from residential fixed
investment. Imports, which are a subtraction in the calculation of GDP, decreased.
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Col or a @047 resal GDR grew at an SAAR.8%.Quarterover-quarter, the Arts,
Entertainment, and Recreation; Informaticemd Mining industriegncreased by the largest
percentagewhile the Information; Mining; and Retaindustriesincreasedy the greatestollar
amount

Sales and Profits — Outlook Moves More Positive

Thesales and profits expectations ahead df ZD18 were the highest of the six components of
the LBCI in the current survey. Sales expectatooged up 3.Jpoints ahead of Q2018; profits
expectationgncreased Joints.

_;gdi_%x (50=Neutral) Sales and Profits Expectations
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The profitsindexincreasedrom 57.6in 4 2017 t060.6head of @ 2018 and61.5ahead of @
2018. Respondents maintained an overall positive outlook, 84t expecting a moderate to
strong incrase. Negativexpectations decreaseslightly from16.3% of respondents in 4o
15.1%in QL.

The sales indexcreasedrom 58.5in Q4 to 61.6ahead of Q and62.6ahead of Q 2018. In Q,
55.5% of respondents expect increasing sales, wWB2I&% expect a flat (neutral) quarter and
12.1% expect a decrease.

According to the Institute foBupply Management, the manufacturing index in November 2017
had a modest 0.5 percentage point decrease from October 2017. With a reading of 58.2, the
November manufacturing index is 1.1 points above therighth average and 0.8 points above

the yearto-date average for 2017. The nonmanufacturing index also fell in November 2017 by
2.7 percentage points from October, but remained 0.4 points above the average for the past 12
months.
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Personal incomes continued to grow in Colorado in Q3 2017. According BE#eQ3 2017
Colorado personal income rose 0.5% from the preceding quarter, with a strong increase of 2.9%
yearover-year. Colorado ranked 13th in the nation for yemer-year growth, but fell to 42nd

for quarterly growth. Per capita personal income eesed a modest 0.1% in the state from Q2
2017 to Q3 2017 and 1.2% yearer-year. Colorado ranked 49th among states for quarterly
growth in per capita personal income and 36th among all states ingesryear growth in Q3

2017. Prices continue to increasoutting more pressure on personal income, wages, and

salaries. According to the Bureau of Labor Statistics, prices increased 3.10tgmegear in the

first half of 2017 in the DenvaBoulderGreeley region in Colorado. Core inflation (which

excludes aergy and food) increased 2.7% and shelter increased 5.3% during the same period.

Capital Expenditures and Hiring Plans — Spurt of Optimism

The outlook for both capital expenditures and hiringreased ahead of Q1, with capex
expectations rebounding morand joininghiring expectations at 59.&apital expenditures
expectationgncreased 3.points ahead of ©2018—the second largeshcreaseamong the six
components of the indefor the quarter Hiring expectationsicreased by.5 points to settle at
59.3 ahead of Q 2018.

Index (50=Neutral) Capital Expenditures and Hiring
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The capital expenditures indéxcreasedrom 55.8in 4 2017 t059.3ahead of Q 2018and
58.5ahead of Q. Less than hal#4¢.6%) of respondents expect a moderate to strong increase in
capex compared td6.7%6 who project no change ai®i8% who project a decrease in

investment.
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In Colorado, an indicator for capital expenditures is infrastructure. According to Dodge Data and
Analytics, the value of construction in Colorado was down 3% through November 20@pareal

to the same period one year ago. Through November, nonbuilding and residential were
essentially unchanged yeawer-year, while nonresidential was down 8%. However, the

Colorado Business Economic Outlook committee expects these figures to be gvisecbming
months. Residential building permits in Colorado were up 10.5% for the year through November
(16.6% increase for single family, 2.8% increase for multifamily), according to the U.S. Census
Bureau.

The hiring indexncreasedrom 55.8in Q4 to 59.3ahead of Q 2018and58.4ahead of Q. In
Q1, 45.5% of respondents expeanincreasen hiring, while45.8% remain neutral (no change)
and8.7% expect a decrease.

Employment continues to grow in the United States. In November 2017, jobs increased 1.4%
yearover-year. For all nonfarm sectors, 228,000 jobs were added in Novembertofdate
through November, the average number of jobs added per month totaled 174¢a@n from

the average of 190,000 for the same period a year ago. The unemployment rate in the United
States stood at 4.1% in November.

As of November 2017, Colorado continued to exhibit strong employment growth. Jobs increased
1.7% yeaiover-year in Noeember, an increase of 45,300 yearer-year—the 13thfastest rate in

the country. The state unemployment rate continues to outperform the nation as a whole. In
November 2017, the unemployment rate was just 2-9&wrate well below the national average.
Yearovery ear empl oyment growth was recorded for
The Greeley MSA recorded the fastest yeaer-year growth (4%), followed by the Fort CoHins
Loveland MSA (2.7%) and the Boulder MSA (2.4%). The Pamaze-Broomield and Colorado
Springs MSAs grew by 1.6% and 0.9%, respectively. The Pueblo MSA increased 0.5% while the
Grand Junction MSA posted a 0.5% decline (however, Grand Junction is projected to be revised
up). Colorado industries with the greatest absolute gvbwth in November were Professional

and Business Services (13,700 jobs) and Leisure and Hospitality (7,200 jobs). Mining recorded
modest yeafover-year job losses; however, the Colorado Department of Labor and Employment
has indicated expected upward fisions to this sector and to state employment overall.

Disruptive Impacts on Labor Market?
Panelists were asked two questions about potential disruptive impacts on the labor maaket
increased minimum wage and the siitution of machines for labor.

Impact of the Higher Minimum Wage

On January 1, 2017, Colorado’s minimum wage
an increase of $0.99, or 11.9%. On January 1, 2018, the rate increases again to $10.20, an
increase of $0.90 or 9.7%Reflectingppn t he increase in Colorado’

panelists responded that the increase has not had an effect on their business. Of the 20% of
respondents that did note an effect, they described higher costs, smaller profits, reduced
employment, and caubius hiring.
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Impact of Machines

In 2017, there was often talk of machines, artificial intelligence, or augmented intelligence
replacing the workforcePanelists were asked if their companies are substituting
machines/robots for labor. Most respondents @8bindicated that is not the case, and only 15%
reported such a substitutiorRespondents described IT, software, GIS, and automated
manufacturing equipment among the substitutes.

Has the increase in Colorado's Is your company substituting
minimum wage affected your machinery/robots for labor?
business?

Expectations by Company Size and Length of Time in Business

Panelistavere asked two additional questions, one about the size of their company and the
other about how long their company has been in business. About$aB) of survey
respondents work for companies with fewer than 50 employees. The three largest groups we
represented by companies with-4 employees (28%), 1,000 or more employeek4(3%), and
5-9 employees 13.20).

Smal |l empl oy eimceasedepantssahleadto@lp nand | arge empl oyer
expectationdncreased3.3points. Small companies were collectively more optimistic than large
companies §0.3versuss58.9) ahead of Q10ver87%of respondents work at a lorgtanding

company that has been in business for more than 10 years.

While responding panelists reprasieevery industry in the state, the largest percentage of
respondents to theQ1survey were: Finance and Insurant®.@%);Professional, Scientific, and
Technical Services (16.4%)anagement of Companies and EnterpriseE®4); and Other
Services (excefublic Administration)12.2%).
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Distribution of Expectations in Q2 2018, Q1 2018, and Q4 2017

State Expectations

58.6 in Q2, 58.2 in Q1, 58.8 in Q4
Q22018 08% 9.7% | 47.9% | 37.3% la.2%
Strong  Moderate No Moderate Strong
Decrease Decrease Change Increase Increase
Q120180.8% 8.8% | 51.3% | 35.0% la.2%
Q42017 [ 7.1% | 53.5% | 34.9% b1y
0I4Da T T T T T T T T T 1
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National Expectations
57.6 in Q2, 58.2 in Q1, 51.4 in Q4
Q2 2018 21% 18.6% | 32.6% | 39.8% | 6.8%
Strong Moderate No Moderate Strong
Decrease Decrease Change Increase Increase
Q12018 1d%  16.3% | 36.3% | 40.8% [5.4%
Q42017 [] 25.3% 44.6% | 24.9% l19
11%
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Sales Expectations
62.6 in Q2, 61.6 in Q1, 58.5 in Q4
Q22018 1% 11% | 30% | 53% | 6%
Strong  Moderate No Moderate Strong
Decrease Decrease Change Increase Increase
Q12018 0[8% 113% | 32.5% | 51.7% B.8%
Q42017 [] 14.9% | 36.8% | 43.5% 3.7%
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Profits Expectations
61.5 in Q2, 60.6 in Q1, 57.6 in Q4
Q22018 13k 119% | 33.1% | 47.0% | 6.8%
Strong  Moderate No Moderate Strong
Decrease Decrease Change Increase Increase
Q12018 1.dos  138% | 30.4% | 50.4% [4.2%
Q42017 ] 15.6% | 39.8% [ 40.1% B.7%
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Capital Expenditures Expectations
58.5 in Q2, 59.3 in Q1, 55.8 in Q4

Q22018 153 9.7% | 46.6% | 38.6% B.8%
Strong Moderate No Moderate Strong
Decrease Decrease Change Increase Increase

Q12018 2[59 6.3% | 46.7% | 40.8% B.8%

Q42017 [  130% | 48.0% | 34.6% 2[6%
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Hiring Expectations
58.4 in Q2, 59.3 in Q1, 55.8 in Q4

Q22018 13p 106% | 44.1% | 41.5% 15%
Strong Moderate No Moderate Strong
Decrease Decrease Change Increase Increase

Q120180.4% 7.9% | 45.8% [ 44.2% 1[3%

Q42017 [ 119% | 48.7% [ 34.2% B1%
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For more information about the LBCI and to become a panelist, go to:

www.colorado.edu/business/brd
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