ECONOMICTUPDATE? 4 ricioxs

This Economic Update may include opinions, forecasts, projections, estimates, assumptions and speculations (the *““Contents™) based on currently available
information which is believed to be reliable and on past, current and projected economic, political and other conditions. There is no guarantee as to the accuracy
or completeness of the Contents of this Economic Update. The Contents of this Economic Update reflect judgments made at this time and are subject to change
without notice, and the information and opinions herein are for general information use only. Regions specifically disclaims all warranties, express or implied,
with respect to the use of or reliance on the Contents of this Economic Update or with respect to any results arising therefrom. The Contents of this Economic
Update shall in no way be construed as a recommendation or advice with respect to the taking of any action or the making of any economic, financial or other
plan or decision.

Regions Footprint: 2016 State Personal Income

The Bureau of Economic Analysis (BEA) has released detailed data on state level personal income for 2016. For the 15-state Regions
footprint as a whole, total personal income grew by 3.60 percent in 2016, slower than the 4.37 percent growth logged in 2015 and the
5.48 percent growth posted in 2014. For the U.S. as a whole, total personal income grew by 3.58 percent in 2016 after growth of 4.47
percent in 2015 and 5.21 percent in 2014. The state level income data come with useful details on the components of personal income
as well as an industry breakdown of labor earnings. These details offer insight into the underlying trends in the economies of the individual
states, particularly pertaining to the labor market, although to some extent the lagged release of the income data means they serve more
to verify what we have already observed in the employment data. Still, we can gain insights from the paths of the various components
of personal income — for instance, in those states in which transfer payments account for a significant portion of growth in total personal
income, we can infer a given rate of income growth will yield less growth in discretionary consumer spending than in those states in
which income growth is driven by labor earnings or investment income. In what follows, we will highlight what we think are the more
relevant aspects of the state level
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Source: Bureau of Economic Analysis; Regions Economics Division employment, it is in actually
perfectly consistent with the trends we are seeing in the labor market. The biggest factor in decelerating growth in labor earnings is what
has been a decelerating pace of job growth, which is the case nationally and in the footprint. For instance, in 2016 total nonfarm
employment in the Regions footprint increased by 926,200 jobs, compared to the addition of 1.078 million jobs in 2015 and 1.369 million
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jobs in 2014. At the same time, however, hourly wage growth has picked up only modestly but not by enough to compensate for the
smaller incremental increases in employment. Additionally, industry-specific patterns of employment, such as sizeable job losses in higher
earning industry groups such as mining/natural resources and information services, also help account for decelerating growth in net labor
earnings. These industry specific patterns, however, are more visible on a state-by-state basis than for the footprint as a whole.
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The charts above show state by state 2016 growth in personal income and, for the Regions footprint as a whole, annual growth in the
main components of total personal income. There is a good deal of underlying detail for both net labor earnings and transfer payments,
some of which we will discuss below for specific states. But, the deceleration in growth of total personal income can be seen through the
broad components shown in this chart. In 2016, net labor earnings for the footprint as a whole grew by 3.94 percent, after growth of
4.52 percent in 2015. By comparison, for the U.S. as a whole net labor earnings grew by 4.08 percent in 2016, but the same deceleration
in growth seen in the footprint is seen in the national data — net labor earnings grew by 4.70 percent in 2015.

Net labor earnings account for roughly 63 percent of total personal income in the Regions footprint, a share that has been fairly steady
in the post-recession years but that is slightly below the two-thirds share that prevailed in the years prior to the 2007-09 recession. For
the U.S. as a whole, net labor earnings account for just over 64 percent of total personal income, down from just over 66 percent in the
years prior to the 2007-09 recession. Given that net labor earnings comprise the bulk of total personal income, it is no surprise that
growth in net labor earnings is the main contributor to growth in total personal income, as illustrated in the table on the prior page. One
notable exception is Louisiana, for which net labor earnings accounted for just 11.1 percent of growth of total personal income in 2016,
far and away the lowest of any state in the footprint. Total personal income grew by 1.49 percent in Louisiana in 2016, with net labor
earnings increasing by only 0.26 percent. At the same time, transfer payments increased by 5.16 percent in 2016, accounting for 70.3
percent of the growth in total personal income.

To a large degree, these patterns simply reflect patterns in nonfarm employment in the state. For instance, Louisiana saw payrolls in
natural resources/mining decline by 8,300 jobs in 2016 on the heels of a decline of 12,500 jobs in 2015, and the state also lost jobs in
manufacturing, wholesale trade, and information services in 2016. The losses of these jobs in relatively higher paying industry groups
took a toll on the growth in overall labor earnings, and had knock-on effects in other parts of the state’s economy, thus further weighing
on total employment and earnings. By year-end 2016 the state’s employment base had stabilized and Q1 2017 saw modest but broad
based job growth. But, the impact on growth in earnings, and in turn total personal income, will take longer to reverse even as the labor
market improves. Reflecting underlying labor market conditions, Unemployment Insurance (Ul) benefit payments increased in Louisiana
in 2016, one of only three states in the Regions footprint in which Ul benefits rose last year. In addition to the increase in Ul benefits,
Louisiana’s growth in transfer payments in 2016 reflects growth in Medicare and Medicaid payments.

Kentucky and Texas are the other two footprint states in which Ul benefit payments increased in 2016 and, as in Louisiana, growth in Ul
benefits in these states mainly reflects ongoing weakness in energy production, including coal as well as oil & gas. This is in line with
what in 2016 were further job losses in mining/natural resources, albeit more modest than in 2015, and Texas also saw manufacturing
payrolls decline for a second consecutive year, much of which likely reflects energy-related manufacturing. As such, Texas saw net
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earnings in the mining/natural resources sector decline by 12.3 percent in 2016 after a 14.0 percent decline in 2015; Kentucky saw net
earnings in this sector fall by 24.2 percent in 2016 on the heels of a 20.3 percent decline in 2016.
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For the Regions footprint, the construction sector posted the
fastest growth in total labor earnings in 2016, with growth of 7.3 percent. This comes after growth of 9.3 percent in 2014 and 8.8 percent
in 2015, and it is growth in the number of people working in this sector and increased hours worked that is driving growth in total
earnings. This is interesting in light of repeated accounts of labor shortages — it is possible the number of construction jobs could have
increased at an even faster pace (the footprint added over 412,000 construction jobs from 2013 through 2016), but hourly wage growth
has not accelerated to the extent implied by the steady stream of stories about labor shortages. The decline in aggregate earnings in
mining/natural resources comes as no surprise, but the anemic growth in aggregate earnings in manufacturing may seem at least a bit
surprising. The reality is that outside of motor vehicle production, conditions in manufacturing have been very much of a mixed bag and
the Regions footprint as a whole saw only modest job gains in 2015 and 2016, as energy related manufacturing and durable goods
manufacturing (excluding motor vehicles) have been notable weak spots. What will be interesting to see is whether the improvement in
overall manufacturing conditions over the past several months, as indicated by the ISM Manufacturing Index, will translate into improved
earnings growth for 2017.

Despite posting one of the largest increases in employment of all industry groups in the footprint in 2016, retail trade saw slightly below
average growth in total labor earnings, with a 3.8 percent increase. Higher entry level wages, whether via mandated minimum wage
hikes or voluntary hikes by individual chains would, in conjunction with hefty job gains, imply faster growth in overall earnings. It is true
that aggregate earnings in retail trade posted an above-average gain of 5.4 percent in 2015, which implies some deceleration in 2016
might have been expected, but the main culprit behind the deceleration seen in 2016 is what was, on average, a significantly shorter
average workweek, which fell over four-tenths of an hour relative to 2015. This is a significant change, particularly when compounded
by the number of people working in this industry group. In other words, higher wages and higher job counts were neutralized to a
considerable degree by a shorter workweek. Retail trade is another industry to watch in 2017, as what figure to be sizeable job losses
will act as a weight on growth in aggregate labor earnings. On a related point, given the shifts in consumer buying habits that have led
to increased prominence of on-line shopping, it would figure that job counts and hours worked in the transportation/warehousing sector
would increase which in turn would lead to faster growth in aggregate earnings than the 3.8 percent increase seen in 2016.

It is unclear at this point whether growth in aggregate labor earnings will slow further or accelerate in 2017, as there will be forces pulling
in both directions. In other words, the number of net new nonfarm jobs added in 2017 is likely to be smaller than the number added in
2016, which in turn was smaller than the number added in 2015. This is consistent with a mature business cycle such as the one the
economy is now in. At the same time, however, growth in hourly earnings is likely to continue improving, although at a halting pace,
which would help compensate for fewer new jobs being added. The real wild card, however, will be the length of the workweek. We
have consistently argued that firms have the latitude to use current workforces more intensively, i.e., increase the number of hours being
worked, than they have done so to date. Should firms truly begin running short on new workers to hire, the logical response is for them
to increase hours worked of existing workers. To the extent this happens in conjunction with better growth in average hourly earnings,
the bottom line should be at least moderately faster growth in aggregate labor earnings in 2017, both in the Regions footprint and for
the U.S. as a whole.
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REGIONS Still, it is important not to lose sight of non-labor income which, for
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Transfer payments are the last main component of personal income, accounting for 18.7 percent of 2016 personal income for the Regions
footprint and 17.3 percent for the U.S. as a whole. Within the Regions footprint, Mississippi is the most reliant on transfer payments, with
26.2 percent of the state’s total personal income in the form of these transfers in 2016 while lllinois and Texas are, at just over 15
percent of total personal income, the least reliant on transfer payments. It is, however, important to understand that not all transfer
payments represent cash transfers — which tend to be fully spent by the recipients — but instead some come in the form of the provision
of services for which payments are made directly to the providers of those services. Medicare and Medicaid would be the main examples
of these non-cash transfers, while Social Security benefits and Unemployment Insurance benefits are the main examples of cash transfers.
This distinction matters, in the sense that in a state such as Mississippi, where non-cash transfers account for an above-average share
of total personal income, the actual spending capacity of state residents is less than what is implied by measured personal income. In
Florida, Social Security payments accounted for seven percent of total personal income in 2016 which, along with the high share of
income accounted for by investment income, is simply a reflection of the state’s demographic composition, i.e., its high share of retirees.

Finally, it is worth noting that while the growth of total personal REGIONS
income for the Regions footprint as a whole has for many years
been in close alignment with growth for the U.S. as a whole, there
are stark differences in the level of per capita disposable personal
income, as seen in the chart to the side. lllinois is the only state in
the footprint in which the level of per capita income tops that for
the U.S. as a whole. At the other end of the spectrum, Mississippi’s
level of per capita income stood at $32,980 in 2016, or, only 75.6
percent of the national average. It is interesting to note that the
level of per capita income in Florida stood at 93.8 of the national
average as of 2016, which is a hangover from the 2007-09
recession. This reflects below-average growth in net labor earnings
in Florida, mainly due to the composition of jobs being added, in
the early year of the recovery, and also slower growth in ‘ | ‘ ‘
investment income — our thought is this reflects the impact of low 20 25 30 35 40 45 50
interest rates on what is an above-average block of personal Source: Bureau of Economic Analyss; Regions Economies Bivion

savings. The state saw a similar dip in investment income following

the stock market downturn of the late-1990s which for the subsequent few years pushed the level of per capita income below the national
average. Given Florida’'s ongoing and increasingly broad based job growth, coming years should see its level of per capita income catch
back up to the national average, particularly to the extent we see further increases in interest rates.

2016 Per Capita Disposable Personal Income

$ thousands

Although they come with somewhat of a lag, the data on personal income can nonetheless add to our understanding of the underlying
economic trends in the states that comprise the Regions footprint. In particular, the income data reinforce the importance of economic
diversity and healthy demographics, two of the most important determinants of longer-term growth on the state and metro area levels.
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