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Q1 2015 Economic Outlook Survey Results

After Three Years of
Sluggish Expansion,
Firms See Growth
Begin To Accelerate

Most mid-sized companies expect
the noticeably improved pace of
economic growth seen in the second
half of last year to continue in 2015.

A net 54% of middle market
respondents  expect
conditions to improve in 2015, well
above the 37% differential registered
a year ago. Among commercial real
estate (CRE) firms, 69% expect

conditions to improve, the strongest

economic

reading since 2011.

Expectations regarding sales growth,
capital expenditures, and inventory
changes are on par with readings
from Q1 2014.

The labor market continues to
tighten with a net 30% of companies
planning to hire new employees.
Employers are increasingly running
into talent shortages, with nearly
half of respondents saying it is
more difficult to hire qualified
employees than it was a year ago.
Many companies intend to address
these shortages by expanding
recruitment and training efforts,
but a notable 1-in-3 also plan to
increase compensation.

Overall, the latest survey results
are generally positive and indicate
that the economy should continue
to expand at a brisk clip in 2015.

Middle Market
Highlights

e 54% of Middle Market firms (sales
$10-$500 million) feel the economy
has improved over the past six
months—up from 41% a year ago.
Only 4% say the U.S. economy has
deteriorated, down from 10% in Ql
2014.

59% of respondents expect U.S.
economic growth to accelerate over
the next six months, the highest
reading since the start of 2011.

Unit sales expectations remain steady,
with a net 47% expecting sales to
accelerate in the net six months.

Firms continue to invest in their
businesses, with a net 36% planning
to increase capital spending in 2015.

Hiring expectations remain strong,
with 32% of respondents planning to
hire additional employees in the next
six months, versus just 2% that plan to
lay off workers.

Employers are increasingly struggling
to identify and hire well-qualified
workers, with 45% of respondents
saying that it is more difficult to
acquire talent than it was a year ago.

“How do you expect the national
economy to perform over the
next six months?”

Middle Market Companies
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Regional Differences

* 50% of Mid-Atlantic firms and 48%
of metro NYC firms expect their
regional economy to out-perform
the US. during the first half of
2015—versus 37% of Pennsylvania

and 29% of Upstate NY respondents.

Commercial Real Estate

*59% say the US. economy has
improved over the past six months,
up from 51% a year ago. Just 5% say
the national economy has worsened,
on par with the Q1 2014 reading.
Expectations remain very positive,
with a net 69% expecting conditions
to further improve in 2015.

CRE fundamentals are widely
expected to improve, with nearly
two-thirds of respondents expecting
industry activity to accelerate in the
first half of 2015.

Cap rates and occupancy rates are
both expected to rise, but at a slower
pace than in 2014.

A majority of respondents expect
rental rates to rise, with 54% of
respondents forecasting an increase
versus to only 7% expecting a decline.

“Relative to a year ago, how challenging

is it to identify and successfully hire
well-qualified workers?”
All Survey Respondents

6% 54%

50%
3%
40% -
30%
20% 80/
10% 1 . 2% 0%

0%
Significantly ~ Slightly more ~ Aboutas  Slightly less ~ Significantly
more i ing as i less

challenging

challenging ayearago

M&I'Bank

Understanding what'’s important®



M&T COMMERCIAL BANKING DIVISION

FEBRUARY 2015

“How would you rate the current state of the
U.S. economy compared to six months ago?”

Middle Market Companies

Respondents See Signficant Improvement

A strengthening job market, low interest rates, and rising
consumer spending have been key to the recent uptick in growth
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“How do you expect the national economy
to perform over the next six months?”

Middle Market Companies

Near-Term Outlook Shows Similar Improvement

More than half of respondents expect steady growth to
continue through the first half of 2015
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“How do you expect the economy in your metro area to
perform relative to the U.S. over the first half of 2015?”

Middle Market Companies

[ Substantially Better [ Moderately Better

The Mid-Atlantic and NYC regions expect to
outperform the U.S. average, while Upstate NY
and PA see slower growth
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“What are your expectations for your own
industry over the next six months?”

Middle Market Companies

Industry Expectations Remain Stable

By a 4-to-1 margin, survey respondents expect condi-
tions in their own industry to improve in 2015
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“Adjusting for normal seasonal ups and downs in your business cycle,
what do you expect to happen to the real volume (number of units)
of goods and services that you will sell during the next six months?”

Net Percentage Expecting Higher Unit Sales

Sales Expectations Hold Steady

Most firms continue to project moderate sales
growth through the first half of 2015
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“Which of the following best describes your firm’s capital
equipment spending plans over the next six months?”

Net Percentage Increasing Capex Spending

Capex Plans Stay Positive
Firms feel future consumer demand is strong enough to
warrant additional investments in their businesses
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“Looking ahead six months, how do you
expect your inventory levels to change?”

Middle Market Companies

Inventory Outlook Largely Unchanged

Respondents have carefully managed inventory
levels throughout the recovery
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“Which of the following best describes your firm’s
employment plans over the next six months?”

Middle Market Companies

Layoffs Reach All-Time Survey Low

Exceptionally few respondents plan to lay off workers,
with a net 30% planning to hire additional staff
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“How would you rate the current state of the
U.S. economy compared to six months ago?”

Commercial Real Estate Companies

CRE Respondents See Similar Improvement

A solid majority of CRE respondents feel the economy has improved
over the past six months, with the highest reading since 2011
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“How do you expect the national economy
to perform over the next six months?”

Commercial Real Estate Companies

Near-Term Outlook Strengthens As Well
CRE respondents are generally optimistic about the 2015 outlook
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“What are your expectations for your own
industry over the next six months?”

Commercial Real Estate Companies
Solid Industry Outlook Through First Half Of 2015

Expectations for CRE industry performance are up from a year
ago, with very few respondents expecting deterioration
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“Looking ahead six months, how do you expect your
occupancy rates to change from their current levels?”

Commercial Real Estate Companies

Lease-Up Activity Expectations Moderate

After a spike in Q1 2014, respondents expect a more
modest rise in occupancy rates in 2015
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“Adjusting for normal seasonal ups and downs, what do you
expect to happen to rental rates during the next six months?”

Commercial Real Estate Companies

Rental Rate Expectations Increase Significantly

A net 47% of CRE respondents expect rental rates to rise in
2015, an all-time survey high
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“What are your expectations for cap rates
over the next six months?”

Commercial Real Estate Companies

Cap Rate Expectations Decline Slightly
After a jump in cap rate expectations in 2014, respondents
now expect rates to continue growing, but at a slower pace.
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“What are your expectations for the volume of commercial
real estate transactions nationally over the next six months?”

Commercial Real Estate Companies

Transactions Volume Still Growing Steadily
Nearly all CRE respondents expect transaction volumes to
move upward or remain unchanged
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“How do you feel about the availability of CRE financing
from the following sources over the next six months?”

Commercial Real Estate Companies

CRE Firms Continue To Have Easy Access To Credit
Most CRE investors have access to sufficient financing, with both
regional lenders and capital markets operating well

Regional Lenders Capital Markets
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“Which of the following are among the three greatest
obstacles to growth in the United States?”

All Survey Respondents

A

D 66%
) 65%

Rising health costs

High tax rates
Government budget issues
International turmoil

Low consumer confidence
Low infrastructure investment

Rising interest rates
Rising inflation
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“Which of the following are among the three greatest
obstacles to growth for your company?”

All Survey Respondents

Rising health costs ‘ 56%
Uncertain economic outlook 54%
Weak customer demand 51%
Regulatory compliance costs 48%

Employee skills shortage 42%

Government budget cuts 28%
Cost of raw materials/inputs 23%
Cost of technology upgrades 21%

Other 13%
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“Relative to a year ago, how challenging is it to identify
and successfully hire well-qualified workers?”

All Survey Respondents

Acquiring Talent Is Becoming More Challenging

45% of survey respondents said that finding qualified new hires is more
difficult than a year ago, a direct result of the tightening labor market.
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“Are you experiencing difficulty finding qualified
job applicants to fill open position?”

All Survey Respondents

Talent Shortages Causing Companies To Delay Hiring
More than half of respondents are struggling to find qualified workers

60% 1 53%
50% 41%

40%

30%

20%

6%

10% A

0%

Yes No Don't Know

“Are you experiencing difficulty finding qualified
job applicants to fill open position?”

Middle Market Companies

Skilled Worker Shortage Varies By Industry

Wholesalers and construction firms are struggling the most

|:| Yes - No - Not Sure
P

Wholesale Trade

Construction

Professional and
Business Services

Manufacturing

Health & Education

Financial Services

“What solutions will you employ in 2015
to address talent shortages?”

All Survey Respondents

External Recruitment and Internal Training Seen As Key
A significant portion of respondents also plan to raise compensation

Expand recruitment efforts (campus
recruiting, job fairs, etc.) to identify talent

49%

Offer in-house training to
existing employees

Increase compensation of
current workforce

Increase compensation or
bonuses for new hires

Create or expand work-life balance programs
(telecommuting, flexible hours, etc.)

ABOUT M&T: M&T Bank Corporation (www.mtb.com) is one of the 20 largest U.S. commercial bank holding companies, with more
than $96 billion of assets and more than 650 branch offices in New York, Pennsylvania, Maryland, Delaware, Virginia, West Virginia

and Washington, D.C.

SURVEY METHODOLOGY: An Internet survey was conducted by M&T during January and February 2015 among senior managers
and owners of mid-sized businesses located throughout the Bank’s geographic footprint. A total of 405 responses were received,
consisting of 340 Middle Market enterprises (annual sales $10 million to $500 million) and 65 Commercial Real Estate investors/lessors.

M&T has conducted the survey since mid-2009.

DISCLAIMER: This newsletter has been prepared by the Commercial Banking Division of M&T Bank and is not a product of any of
M&T’s other affiliates, including any of its registered investment advisors. The views herein are provided for informational purposes
only and may differ from those of other departments or divisions of M&T Bank and its affiliates. The information is not intended as
specific advice or recommendations and should be viewed as merely representative of a broad range of possible outcomes.

For additional information about survey results, please contact:
Gary Keith
VP - Regional Economist

Commercial Planning & Analysis
(716) 848-4725

gkeith@mtb.com

www.mtb.com @ Equal Housing Lender. ©2014 M&T Bank. Member FDIC. 092004 (2/14)

M&I'Bank

Understanding what'’s important®



