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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye 
Risk Management is not a broker dealer and does not provide investment advice for individuals. This research does 
not constitute an offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard 
to individual investment preferences or risk parameters; it is general information and does not constitute specific 
investment advice.  This presentation is based on information from sources believed to be reliable. Hedgeye Risk 
Management is not responsible for errors, inaccuracies or omissions of information.  The opinions and conclusions 
contained in this report are those of Hedgeye Risk Management, and are intended solely for the use of Hedgeye Risk 
Management’s clients and subscribers.  In reaching these opinions and conclusions, Hedgeye Risk Management and 
its employees have relied upon research conducted by Hedgeye Risk Management’s employees, which is based 
upon sources considered credible and reliable within the industry.  Hedgeye Risk Management is not responsible for 
the validity or authenticity of the information upon which it has relied.  
 

TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents 
are prohibited.  For more details please refer to the appropriate sections of the Hedgeye Services Agreement and the 
Terms of Use at www.hedgeye.com 
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PLEASE SUBMIT QUESTIONS* TO 
  

QA@HEDGEYE.COM 

*ANSWERED AT THE END OF THE CALL  
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HORSESHOES & HAND GRENADES 

1Q16 – A LOOK BACK AT WHAT HAPPENED 
Our main call at the start of 1Q16 was that the headwinds that began in 4Q would persist and 
grow stronger in 2016. We expected volume comps to be a challenge and HPI to decelerate. 
Moreover, recession risk was emergent, and poised to keep the group under pressure. 

2Q16 – A LOOK AHEAD AT WHY WE’RE BEARISH 
Volume growth continues to slow in both the new and existing market. Home prices, meanwhile, 
are in a bitter tug-of-war between lagged demand trends and supply constraints, while supply 
has emerged as the big conundrum this cycle. The economy and housing market will continue to 
juggle the hand grenades of risk as both global and domestic growth decelerate, credit begins to 
tighten, overvaluation and affordability challenges emerge in select geographies and housing 
equities traverse their weakest six months stretch of the year 

THEMATIC INVESTMENT CONCLUSIONS 
We continue to like defensive positioning in REITs and Home Improvement, while we see 
Homebuilders and Building Products as stretched on valuation with negative headwind dynamics 
across the intermediate term. 
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1Q16 – A QUICK LOOK BACK 



HEDGEYE  6 

1Q16: DECELERATING VOLUME - PHS 
 
We are now in 
month 11 of 
deceleration off 
the April 2015 
(absolute and rate 
of change) peak in 
activity  
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1Q16: DECELERATING VOLUME - NHS 
Growth in NHS went 
negative over the 
last two months as 
sales activity has 
trended flat to down 
over the last year.   
 
March is an easy 
comp and the long-
term setup remains 
compelling but there 
is a dearth of 
catalysts for a 
sustained pickup 
over the nearer term 
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1Q16: DECELERATING VOLUME - STARTS 
 
The rate-of-
change wave of 
activity in the new 
home market 
(Sales & Starts) 
remains one of 
deceleration. 
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1Q16: BUILDER CONFIDENCE FLAGGING 
 
Builder 
Confidence – 
both Headline & 
Forward 
Expectations -
peaked in 
October and has 
declined steadily 
over the past 5 
months.  

Source: Bloomberg, NAHB 
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1Q16: STALLING HPI – 2ND DERIVATIVE 
 
Home price 
growth remains 
healthy in the 
mid-single digits 
but the 2nd 
derivative trend 
has shown a 
notable 
flattening in 
recent months.    
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1Q16: HOUSING PERFORMANCE 
 
REITs, Building 
Products and Home 
Improvement  
outperformed in 1Q16 
while MI, TI, and 
Builders lagged.   
 
We missed the call on 
Building Products but 
our favored sector 
exposures for 1Q 
fared well:  
 
Long: REIT’s & Home 
Improvement 
 
Short: Title Insurers & 
Builders 

Data Source: Bloomberg, HEDGEYE 
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1Q16: HOUSING PERFORMANCE 
Housing 
underperformed 
the market by 8-
9% in the 1st six 
weeks of the year 
but recaptured 
most of that 
performance over 
the balance of the 
quarter alongside 
the bounce in beta 
and across high 
beta cyclicals in 
particular 

Data Source: Bloomberg, HEDGEYE 
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1Q16: HOUSING PERFORMANCE 
 
The 1st quarter is a 
seasonally strong 
period for the 
builders with average 
absolute and relative 
performance across 
the group of +9% and 
+5%, respectively, 
over the past 6 years.   
 
That compares with 
absolute and relative 
performance of -2% 
and -3%, respectively, 
in the latest quarter 

Data Source: Factset, HEDGEYE 
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BUILDER VALUATION IN CONTEXT 
Homebuilder 
valuations are 
currently sitting 
at 80% of the 
peak of their 
trailing 5Y range. 
They have +12% 
upside to their 
Aug 2015 peaks 
and -17% 
downside to 
their Feb 2016 
lows. 

Data Source: Bloomberg, HEDGEYE 



2Q16 – WHY WE’RE BEARISH 
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2Q16: WHY WE’RE BEARISH 

SEASONALITY / SAN FRAN / BIG CITIES / CRE 
The economy and housing market will continue to juggle hand grenades of risk as both global and 
domestic growth decelerate, credit begins to tighten, overvaluation and affordability challenges 
emerge in select geographies and housing equities traverse their weakest six months stretch of 
the year  

SUPPLY SIDE ECONOMICS 
Supply has emerged as the big conundrum this cycle. Many of the underlying reasons are 
structural/secular in nature and unlikely to resolve over the nearer-term.  While tight supply, in 
isolation, augurs strength in HPI it should continue to constrain upside in transaction volume.  

FUNDAMENTAL DECELERATION 
Volume growth is slowing in the new and existing market. Home prices, meanwhile, are in a bitter 
tug-of-war between lagged demand trends and supply constraints.  
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FUNDAMENTAL DECELERATION 
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FUNDAMENTAL DECELERATION 
The Sine Wave 
of reported 
Housing data 
over the last 
year and the 
outlook for the 
year ahead. 

DATA SOURCE: HEDGEYE 
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1. VOLUME DECELERATION 
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PHS: 11 MONTHS OF DECELERATION 
Pending Home 
Sales have been 
slowing for 11 
months and face 
the hardest comps 
of the cycle over 
the next three 
months.   
 
Current levels of 
activity imply 
negative low-to-
mid single digit 
YoY growth in 
April/May 

DATA SOURCE: BLOOMBERG, HEDGEYE 
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1ST TIME BUYERS: PAST PEAK? 
 
Rising 1st time buyer 
demand has helped 
fill the gap left by 
declining investor and 
distressed sales but 
the pace of 
improvement has 
stalled over the last 
six months.   
 
Affordability, low and 
declining supply and 
credit availability will 
remain hurdles to full 
renormalization on 
housing’s lower rung.   

DATA SOURCE: BLOOMBERG, NAR, HEDGEYE 
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NHS: COMPING NEGATIVE 
 
NHS growth 
comps remain 
challenging over 
the next 6 months.  
 
While we’re likely 
to get a bounce in 
the reported March 
data we could 
continue to comp 
negative if the flat 
trend in activity 
observed over the 
last twelve months 
continues 

DATA SOURCE: BLOOMBERG, CENSUS BUREAU 
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STARTS: STALLING 
Total Housing 
starts have 
essentially moved 
sideways for the 
bulk of the past 
year. There is one 
more easy comp, 
March, before the 
Y/Y rate of change 
collapses to near 
zero. 
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THE BEST CHART IN HOUSING 
Single Family 
Starts have 
continued to 
improve but Total  
Housing Starts 
have been dead 
flat (slope 
coefficent =0.00) 
over the last year.   
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NEW SALES & STARTS: DECELERATING 
When viewed as 
3-month rolling 
averages, all 
three new home 
series (NHS, SF 
Starts and Total 
Starts) are 
showing recent 
deceleration 
trends with NHS 
close to zero 
and SF and Total 
Starts ~10% 
growth and 
falling. 

DATA SOURCE: BLOOMBERG, CENSUS BUREAU, HEDGEYE 
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NHS: ACROSS THE BOARD ↓ 
New Home Sales 
continue to show 
deceleration/weak
ness across all 
price categories. 
Meanwhile, the 
sub-$300k 
segment has 
slowed to 0% 
growth. Only the 
middle-market is 
growing, but it’s 
barely tracking 
above zero. 

DATA SOURCE: CENSUS, HEDGEYE 
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EHS: ALL BUT THE LOW END ↓ 
Existing home 
sales by price tier 
look similar to 
New Home Sales 
with the sole 
exception of the 
low end, entry-
level home, which 
has bounced a bit 
in the last 2 
quarters. 

DATA SOURCE: BLOOMBERG, 
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MCAI ↓: TRADE OR TREND? 
Meanwhile, 
mortgage credit 
availability, which 
had been on a 
long-term 
upswing, 
recently 
negatively 
inflected. 

DATA SOURCE: MBA, 



2. HOME PRICE TUG-OF-WAR 
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1Q16: STALLING HPI – 2ND DERIVATIVE 
Home price 
trends have 
flattened out in 
RoC terms. FHFA 
has essentially 
moved sideways 
for the last year, 
while Case-
Shiller has 
shown a 
decelerating 
RoC for the last 
~3mos. 

DATA SOURCE: BLOOMBERG 
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PHS ROC ↓  HPI ROC ↓ 
Demand growth 
has decelerated 
by ~1200 bps in 
the last 11 
months and is 
likely to 
decelerate by a 
further 300-500 
bps over the 
next 3-6 months. 

DATA SOURCE: BLOOMBERG, NAR 
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NEGATIVE INFLECTION LOOKS LIKELY 
The past fifteen 
years have seen 
demand growth 
lead price growth 
by 9-12mos. This 
historical 
relationship 
suggests that HPI 
is on cusp of a 
negative 
inflection. 
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THE CASE FOR DOWNSIDE TO HPI 
The slope of the 
relationship 
between 
demand growth 
and price growth 
is almost one to 
one, meaning 
that a 1% 
deceleration in 
demand growth 
has historically 
correlated with a 
91 bps 
deceleration in 
HPI. 
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INVENTORY: ON THE LOWS 
Inventory, 
however, is 
at/near all-time 
tights. The 
current 1.88mn 
units in the 
existing market 
is on par with the 
lows seen back 
in 2000-2001. 

DATA SOURCE: BLOOMBERG, NAR, HEDGEYE 
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RECORD LOW INV  HPI ROC ↑ 
When inventory 
of existing 
homes for sale 
has been in the 
bottom decile 
(last 15 years of 
data), as it is 
currently, the 
average 
subsequent NTM 
home price 
change has 
been +9% with 
3% standard 
deviation. 



SUPPLY SIDE ECONOMICS 
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• Low Rates 

• Negative/Low Equity 

• Tighter Credit 

• Home Price Spreads  

• Demographics 

• Investors 

 

INVENTORY: THE WHY OF SUPPLY 
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SUPPLY: RATE RETICENCE  
The 30yr bull 
market in rates 
has come to an 
end, meaning 
that people with 
low rates locked 
in are now, on 
the margin, 
disincentivized 
from moving. 

DATA SOURCE: MBA, CENSUS BUREAU, CORELOGIC, REALTYTRAC, HEDGEYE 
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SUPPLY: EQUITY OVERHANG 
Beyond the 
aforementioned 
16mn in supply, 
there’s a further 
9mn owners who 
have sub-20% 
equity from a 
combination of 
low down 
payment recent 
buyers and those 
who’ve recently 
emerged from 
negative equity 
positions. 

DATA SOURCE: CORELOGIC 
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SUPPLY: CREDIT CONSTRAINTS 
Meanwhile, 
mortgage credit 
availability, which 
had been on a 
long-term 
upswing, 
recently 
negatively 
inflected. 

DATA SOURCE: MBA,  
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SUPPLY: CREDIT CONSTRAINTS 
This is simply a 
longer-term 
snapshot of 
credit availability 
for some added 
perspective. 

DATA SOURCE: MBA 
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SUPPLY: CREDIT CONSTRAINTS 
Standards 
remain well 
below long-term 
equilibrium. 

DATA SOURCE: URBAN INSTITUTE 
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SUPPLY: LONG-TERM LOWS 
If we look back 
even further to 
1982, we find 
that inventory is 
the tightest its 
been in almost 
40 years. 

DATA SOURCE: BLOOMBERG, NAR 
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SUPPLY: PREMIUM SPREADS 
New home price 
premiums over 
existing homes 
have increased 
70-80% since 
2009 vs. a ~25% 
price increase in 
existing homes. 
This makes it 
harder for entry 
level buyers to 
get in or would 
be trade-up 
buyers. 

DATA SOURCE: BLOOMBERG, HEDGEYE 
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BOOMERS  AGING IN PLACE 

BOOMERS’ FAMILIES ARE 
GETTING SMALLER… 

BUT THE SHARE LIVING IN 
SINGLE-FAMILY DETACHED 

HOMES IS UNCHANGED 
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BOOMERS  AGING IN PLACE 

SOURCE: AARP (2012) 
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GEN X IN TROUBLE 

Gen X 
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GEN X IN TROUBLE 

DATA SOURCE: CENSUS BUREAU 
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RENTAL INVENTORY  STILL NEGATIVE 
Stepped up 
investor activity 
and the 
conversion of 
single family 
owner occupied 
to rental units 
has created a 
longer-term 
shortage in for-
rent inventory 
that has yet to 
show signs of 
inflecting. 

DATA SOURCE: FREDDIE MAC 



SEASONALITY / SF / BIG CITIES / CRE 



SEASONALITY 
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QUARTERLY SEASONALITY 
Here’s how the 
seasonality looks 
on a quarterly 
basis. It’s pretty 
clear which 
quarters 
generate 
positive P&L and 
which don’t.  

DATA SOURCE: BLOOMBERG, HEDGEYE 
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SEASONALITY  THE LAST 6 YEARS 
ITB has seen 
average second 
quarter losses of  
-2-3% over the last 
six years.  

DATA SOURCE: BLOOMBERG, HEDGEYE 
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BUILDER SEASONALITY (20 YEARS) 
Incidentally, the 
last 20 years of 
housing data 
show similar 
seasonal 
patterns. 

DATA SOURCE: BLOOMBERG, HEDGEYE 
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VOLATILITY IS SEASONAL AS WELL 
Seasonality isn’t 
just pronounced 
in the returns, 
but also in the 
volatility of 
returns. 

DATA SOURCE: BLOOMBERG, HEDGEYE 



SAN FRANCISCO 



HEDGEYE  57 

SAN FRAN: BUBBLE SIGNS 

DATA SOURCE: HOUSINGWIRE, ZILLOW 
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SAN FRAN: EMPLOYMENT ↑↑↑ 
Employment 
growth has 
clearly been 
supportive of 
housing demand 
in San Francisco. 

DATA SOURCE: BLOOMBERG, BLS, HEDGEYE 
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SAN FRAN: DEMAND > SUPPLY 
There have been 
379k new jobs 
added in San 
Francisco over 
the past half 
decade with only 
53k incremental 
housing units. 

DATA SOURCE: BLOOMBERG, CENSUS BUREAU 



HEDGEYE  60 

SAN FRAN: CONSTRUCTION TRENDS 
The last half 
decade has seen 
construction 
activity levels 
well below long-
term trend, 
despite the 
stronger-than-
usual 
employment 
growth. 

DATA SOURCE: PARAGON REAL ESTATE GROUP 
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SAN FRAN: SUPPLY↓↓↓ 
As a result of 
stepped up 
employment and 
income and 
reduced 
construction, 
supply of home 
for sales has 
been in secular 
retreat for the 
last 4 years. 

DATA SOURCE: SFARMLS, PARAGON  



HEDGEYE  62 

SAN FRAN: MONTHS SUPPLY ~2MOS 
The San Fran 
market has 
tightened to just 
1-2 months of 
supply over the 
last few years. It 
doesn’t get 
much tighter 
than that. 

DATA SOURCE: SFARMLS, PARAGON  
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SAN FRAN: SUPPLY ↓ PRICE ↑ 
Over 80% of SF 
homes have sold 
over list price in 
recent quarters. 

DATA SOURCE: SFARMLS, PARAGON  
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SAN FRAN: SUPPLY ↓ PRICE ↑ 
Pricing trends 
have not shown 
any signs of 
weakening of 
late. 

DATA SOURCE: SFARMLS, PARAGON  
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SAN FRAN: OLD & INACTIVE 
The housing 
stock of San 
Fran is notably 
older than that of 
neighboring 
areas. 

DATA SOURCE: PARAGON REAL ESTATE GROUP 
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SAN FRAN: HPI BACK AT PRIOR PEAKS 
Home prices in 
San Francisco 
have recently 
eclipsed their 
prior bubble 
peaks. 

DATA SOURCE: PARAGON REAL ESTATE GROUP 
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SAN FRAN: STILL ROOM TO RUN? 
Nominal prices 
have taken out 
their prior highs, 
but real prices 
remain slightly 
below their all-
time highs. 

DATA SOURCE: BLOOMBERG, HEDGEYE 
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SAN FRAN: PRICES BY TIER 
The low end of 
the market has 
actually seen the 
strongest 
growth, partly 
due to that 
segment being 
hit the hardest 
from 2008-2011. 

DATA SOURCE: BLOOMBERG, HEDGEYE 
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SAN FRAN: AFFORDABILITY WATCH 
Affordability in 
San Francisco is 
back at its prior 
cyclical low 
watermark. Just 
10% of San 
Francisco 
families can 
currently afford 
the median 
priced SF home, 
in line with the 
lows seen in 
1990 and 
2006/2007. 

DATA SOURCE: CALIFORNIA ASSOCIATION OF REALTORS 
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SAN FRAN: VOLUME ↓ 
Sales volume in 
San Fran has 
been declining 
for a few years, 
but this has more 
to do with tight 
supply than 
reduced 
demand. 

DATA SOURCE: CALIFORNIA ASSOCIATION OF REALTORS 
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SAN FRAN: LABOR TRENDS 
Labor growth in 
San Fran’s 
information 
economy remain 
strong, but are 
decelerating on 
the margin. 

DATA SOURCE: BLOOMBERG, BLS 
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SAN FRAN: VC FUNDING SLOWING 
Venture Capital 
funding volume 
is slowing as of 
the latest data. 

DATA SOURCE: PWC MONETREE 



HEDGEYE  73 

SAN FRAN: BUBBLE REQUIREMENTS 
Here’s what you 
need to have a 
certified bubble. 

DATA SOURCE: HEDGEYE 
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• Affordability  Extremely Stretched 

• Employment  Strong, but Slowing 

• Tech Economy  Toppy/Late Cycle 

• Credit Conditions  Stable/Reasonable  

• Supply/Demand  Still Supportive 

• Conclusion: Deceleration Probable, Some 
Downside Possible, but Crash Unlikely 

 

SO, IS SAN FRANCISCO A BUBBLE? 



BIG CITIES 
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BIG CITIES: WHERE’S THE GROWTH? 
This shows the 
recent 
acceleration/ 
deceleration 
trends by major 
US city as well 
as those cities 
respective sizes. 
San Fran, Miami, 
Denver, Boston 
and Atlanta are 
all showing 
deceleration. 
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BIG CITIES: LOS ANGELES 
Currently at 
26.6%, LA’s long-
term affordability 
benchmark has 
averaged 31.7%. In 
1991 and 2006, 
affordability 
reached -1.3 and  
-2.4 standard 
deviations below 
trend, and 
currently sits at  
-0.6 below trend. 

DATA SOURCE: CALIFORNIA ASSOCIATION OF REALTORS 
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BIG CITIES: MIAMI RISK 
Miami appears to 
be on the cusp of 
a material 
slowdown. 

DATA SOURCE: BLOOMBERG, WSJ 



COMMERCIAL REAL ESTATE 
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CRE: SIX YEARS OF STRENGTH 
Commercial real 
estate price 
growth has been 
torrid since the 
2010 bottom. 
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CMBS: YIELD WATCH 
BBB- spreads in 
CMBS have 
been on a 
steady ascent 
since last Fall. 
While they’ve 
come in a bit 
recently, they 
remain 
extremely 
elevated. 
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CRE: PRICES STALLING 
After 70 
consecutive 
months of M/M 
price growth, 
CRE prices have 
recently begun 
to go the other 
way. 
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CMBS: ISSUANCE SLIPPING 
The credit stress 
emerging, 
issuance is down 
43% year-over-
year in the first 
quarter. 
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CMBS: A LARGE SHARE OF THE MKT 
CMBS funding 
accounts for 
roughly a quarter 
of CRE funding. 
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CRE: LOAN STANDARDS TIGHTENING 
Loan standards 
are tightening at 
the bank level 
just as CMBS 
funding is 
getting more 
difficult. 
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CRE: LOAN DEMAND ↓ 
Loan demand for 
commercial real 
estate is also 
beginning to 
decelerate. 
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CRE: OUTLOOK ↓ 
Loan officers 
expect further 
tightening of 
standards for 
CRE loans in the 
coming year, 
higher spreads, 
and reduced 
demand. 
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CRE: CREDIT QUALITY POISED TO ↓ 
Expectations for 
loan quality are 
also negative. 



HEDGEYE  89 

CRE: SYMPATICO WITH C&I 
CRE & C&I 
lending 
standards have 
historically 
moved in 
tandem across 
cycles. 
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CRE: MIXED RELATIONSHIP WITH RESI 
Two of the last 
three cycles 
have seen CRE 
and Resi lending 
standards move 
in concert with 
one another. The 
exception was 
2001, when resi 
was in the early 
stages of 
entering a 100-
year bull market. 
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CRE: DQ’S HAVE YET TO MATERIALIZE 
CRE loan quality 
has not yet 
begun to 
deteriorate. 
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CMBS: COMING MATURITY WAVE  
CMBS terms are 
typically 10yr, 
meaning that 
2016/2017 will 
see the steepest 
volume of refi 
activity since the 
end of the last 
crisis. 

DATA SOURCE: BLOOMBERG 
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CRE: THE ZELL BELL? 
Sam Zell is 
ringing the alarm 
bell. His track 
record speaks 
for itself.  
 

DATA SOURCE: BLOOMBERG, NY TIMES, KNOWLEDGE@WARTON 
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CMBS: A BOUNCE? 
The BBB- CMBX 
index has 
bounced since 
the Feb 11 lows 
alongside 
basically 
everything high 
beta, but the 
broader trend 
remains cyclical 
decline. 

DATA SOURCE: BLOOMBERG 



3. TOP IDEAS 
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THEMATIC INVESTMENT CONCLUSIONS 

UNDERWEIGHT  BUILDERS & BLDG PRODUCTS 
The homebuilders and building products companies face a bevy of headwinds over the 
intermediate term ranging from weakening volume to labor cost pressures, seasonal headwinds 
and inflated valuations, not to mention cyclical sensitivity in the even of a bigger downturn.  
(Homebuilders: BZH, DHI, HOV, KBH, LEN, MDC, MTH, MHO, NVR, PHM, TMHC, TOL) 
(Building Products: PGEM, MHK, AWI, USG, IBP) 

LONGS  HOME IMPROVEMENT 
Home Improvement is how you play a secular constraint in supply, as it should continue to 
benefit from a tight new construction market. 
(Home Improvement: HD, LOW)  
 
 LONGS  APARTMENT REITS 
Apartment REITs are the utilities of the housing sector, and tend to fare relatively well vs the rest 
of the complex in down periods.  
(Apartment REITs: AIV, AVB, CPT, EQR, ESS, MAA, PPS, UDR) 
 

1 

2 

3 
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1Q16: HOUSING PERFORMANCE 
 
REITs, Building 
Products and Home 
Improvement  
outperformed in 1Q16 
while MI, TI, and 
Builders lagged.   
 
We missed the call on 
Building Products but 
our favored sector 
exposures for 1Q 
fared well:  
 
Long: REIT’s & Home 
Improvement 
 
Short: Title Insurers & 
Builders 

Data Source: Bloomberg, HEDGEYE 
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BUILDER VALUATION IN CONTEXT 
Homebuilder 
valuations are 
currently sitting 
at 80% of the 
peak of their 
trailing 5Y range. 
They have +12% 
upside to their 
Aug 2015 peaks 
and -17% 
downside to 
their Feb 2016 
lows. 

Data Source: Bloomberg, HEDGEYE 
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BUILDERS & BUILDING PRODUCTS 
Roughly half the 
building products 
complex 
correlates strongly 
with the 
homebuilder 
universe, 
suggesting its 
vulnerable to the 
same weakening 
drivers. 
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REITS VS RATES 
REITs are pretty 
sensitive to rates 
and our view is 
that long rates 
aren’t going 
higher. 
 
*Monthly returns plotted 
reflect price only 

DATA SOURCE: BLOOMBERG, HEDGEYE 
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REITS LOOKS LIKE UTES 
REITs perform 
very similarly to 
utilities from a rate 
standpoint. 

DATA SOURCE: BLOOMBERG HEDGEYE 
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HOMEBUILDERS NOT SO MUCH 
Homebuilders 
tend to co-
integrate with rate 
trends, but they 
don’t correlate 
well on a short or 
intermediate term 
basis. 

DATA SOURCE: BLOOMBERG HEDGEYE 



APPENDIX 



LONGER-TERM  STILL BULLISH 
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BACK TO BASELINE 
Taking a step 
back, here’s how 
Existing Home 
Sales, Housing 
Starts and New 
Home Sales 
compare with 
the averages 
since 1998. 
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ONWARD TO PEAK 
And here’s how 
they compare 
with the prior 
peak since 1998. 
 
For reference, 
we chose 1998 
because that’s 
how far back 
EHS goes and 
we wanted to 
show things on 
an apples-to-
apples basis. 
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DEMOGRAPHICS OF DEMAND 
The Millennial 
wave has been 
well advertised 
but that doesn’t 
diminish the 
economic gravity 
associated with 
it.  

Data source: Census Bureau, HRM 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

IMMIGRATION MATTERS & IT’S INFLECTING 

Cyclical Strengthening 
Initial 2014 immigration estimates show a return to 

1MM for the first time since 2007. 

Secular Support 
Immigration has accounted for ~30% of total 

population growth over the last three decades. 

DATA SOURCE: BLOOMBERG, BLS, HRM 
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THE DEMOGRAPHIC TURN HAS A LONG TAIL 
Foreign born 
residents are 
young, carry 
higher fertility 
rates and are 
more likely to be 
married – all 
characteristics 
supportive of 
household 
formation.  
 

Data source: Census Bureau 
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RENTAL DEMAND HAS PREDOMINATED 
The formation of 
renter households 
has driven positive 
net HH formation 
as creation of 
owner occupied 
households 
remains net 
negative in the 
post-recession 
period… at least 
according the 
Census Bureau’s 
HVS Survey. 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

DRIVING EXCESS RENTAL SUPPLY NEGATIVE 

RENTAL VACANCY 

After peaking at 11.1% in 3Q09, the Rental Vacancy 
Rate stood at 6.8% in 1Q15 according to Census 
Data. 

SHORTAGE IN FOR-RENT INVENTORY 
For-Rent inventory remains in deficit to the tune of 
~0.5mm units relative to historical (non-bubble) 
averages. 

DATA SOURCE: BLOOMBERG, CENSUS BUREAU, FREDDIE MAC 
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RENTAL COST PRESSURE HAS BEEN REAL 
Household income 
growth has been 
negative on a real basis 
across all the primary 
survey’s for most of the 
post-crisis period and 
rental cost inflation 
continues to grow at a 
premium to nominal 
wages.   
 
*Rent of Shelter carries 
a ~32% weight in the 
CPI Index with Owners 
Equivalent Rent (OER)  
carrying a ~24% weight 
in the basket .  
 

Data source: Bloomberg, BLS, Census Bureau, Sentier 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE BURDEN VS THE BASEMENT 

RENTER COST BURDENS 
As of 2013, ~41% of Households making < $45K paid 

more than 50% of income towards housing costs 
while over 70% of households paid more than 30% 

of income towards rent.   

BASEMENT DWELLING HAS PEAKED 
Rising Incomes and the maturation of the 

employment recovery for 20-34 year olds should 
drive an ongoing recover in headship rates from 

here.  
DATA SOURCE: BLOOMBERG, CENSUS BUREAU, JCHS CALCULATIONS 
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INCOME GROWTH IS ACCELERATING 
Accelerating 
employment 
growth and 
positive mix have 
supported 
acceleration in 
salary & wage 
growth and 
aggregate 
income. 
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RENTAL AFFORDABILITY ↓, OWNERSHIP ↑ 

Historically,  
declines in rental 
affordability have 
driven households 
towards home 
ownership 



ELECTION CYCLE: GROUNDHOG DAY 
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DEEP SIMPLICITY  UNDERPINNING 
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HOUSING: ELECTION YR 4 + YEAR 1 = ↑ 
Housing 
performance has 
followed a distinct, 
recurrent pattern 
over the last 6 
election cycles.   
 
Absolute 
performance is 
consistently (very) 
strong in Election 
Years and Year 1.  
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ABSOLUTE + RELATIVE PERFORMANCE 
It’s not just beta – 
Housing 
outperforms 
meaningfully on a 
relative basis in 
years 4 and 1 as 
well.  
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CYCLE BY CYCLE 
Here’s a look at 
Housing stock 
performance by 
year since 1990. 
Election years are 
bordered with the 
averages at the 
bottom of the 
table. 



MORTGAGE MARKET EXPANSION? 
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35MM NEW SCOREABLE CONSUMERS 
VantageScore3.0 
scores 98% of 
consumers with 
credit files – credit 
scoring innovation 
capable of scoring 
35mn more 
individuals than  
legacy models  
 
VantageScore3.0 
is on the 2015 
GSE scorecard. 

Data source: VantageScore 
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7.6MM > CURRENT HUD & GSE CUTOFFS 
Of the 35mn 
newly scoreable 
consumers, 7.6mn 
score above 620, 
making them 
eligible for 
mortgage 
financing based 
on current HUD 
and GSE cutoffs.   

Data source: VantageScore 
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500K-1.0MN NEW BORROWERS 
VantageScore’s 
waterfall analysis 
attempts to frame 
the lower bound 
of the probable 
range in terms of 
impact on 
household 
formation.  Shifting 
to more moderate 
assumptions takes 
the annual 
increase in 
households up to 
~340k/yr.  

Data source: VantageScore 
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STUDENT LOAN HEADWINDS 
Student loan 
debt is a major 
headwind to the 
recovery of 
housing. Much of 
what sounds like 
media hyperbole 
is, in fact, real. 
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STUDENT DEBT: STRUCTURAL OVERHANG 
The meteoric 
ascent in student 
debt will remain a 
secular constraint 
to a sustained 
acceleration in 
purchase demand, 
particularly for 1st 
time buyers.    
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STUDENT DEBT: STRUCTURAL OVERHANG 
Between 2004 
and 2012, total US 
student loans 
almost tripled, 
growing from 
$364 billion to 
$966 billion. This 
works out to a 
~14% CAGR over 8 
years. Currently, 
total student loan 
debt stands at 
$1.32 trillion and is 
still growing at a 
mid-teens % rate.     



HEDGEYE  128 

STUDENT DEBT = $1.32T 
Student loan debt 
was the only major 
credit category to 
record positive 
growth in the peri-
crisis period and 
now sits above 
credit card debt as 
the second largest 
category of 
household debt.      

DATA SOURCE: BLOOMBERG, FEDERAL RESERVE, HRM 
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STUDENT DEBT: JUGGERNAUT 
The 2004-2012 
near tripling in 
student loans 
comes from both a 
70% increase in 
borrowers  
(23mn  39mn) 
and a 70% 
increase in 
average loan 
balances  
($15k  $25k).  

DATA SOURCE: FRBNY, EQUIFAX 



HEDGEYE  130 

STUDENT DEBT: STRUCTURAL OVERHANG 
While student 
loans have 
become more 
common, there is 
still a lot of 
variation. 40% of 
borrowers owe 
less than $10k, 
while 70% of 
borrowers owe 
less than $25k. 
On the other end, 
just 12-13% owe 
$50k or more. 
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STUDENT DEBT: STRUCTURAL OVERHANG 
The delinquency 
rates on student 
loans are mind-
boggling. 17% of 
borrowers are 
over 90 days late, 
but if you exclude 
the 44% of 
borrowers not in 
repayment, the 
actual DQ rate 
jumps to over 
30%, and 35% for 
those under 30 
years old.  

Data source: FRBNY, Equifax 
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STUDENT DEBT: STRUCTURAL OVERHANG 
Not surprisingly, if 
a borrower is 90+ 
DQ on a student 
loan, they’re very 
likely to be 
delinquent on 
other types of 
loans as well. 
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STUDENT DEBT: STRUCTURAL OVERHANG 
For all these 
reasons (higher % 
of borrowers with 
balances, higher 
balances per 
borrower, higher 
DQ rates and 
stricter 
underwriting 
rules), there has 
been an 
enormous decline 
in mortgage loans 
among those 25-
30 years old. 
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STRUCTURAL IMPEDIMENT: STUDENT LOAN DEBT  
Prior to the 
recession, those 
with student loans 
were more likely 
to be 
homeowners by 
~3% vs those 
without student 
loans. Today, 
they’re less likely 
by ~1%. Student 
loans have 
created a ~400 
bps drag on the 
homeownership 
rate. 
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STUDENT DEBT: STRUCTURAL OVERHANG 
One troubling 
aspect of the 
student loan 
dynamic is that it 
is preventing the 
upward migration 
in credit scores, 
on average, that 
are the norm for 
those without 
student loans. It is 
this upward 
migration that 
enables home 
ownership. 



2. RATES RISK 
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MORTGAGE RATES VS HOME SALES 
Mortgage rates 
rose by an 
average of 180 
bps over an 
average of 14 
months in the 3 
historical periods 
of rapid rate rise.  
In the current 
instance, 
mortgage rates 
have not moved 
(yet). 
 
 

Data Source: Bloomberg, NAR, HRM 
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MORTGAGE RATES VS HPI 
Historically, Home 
Prices have 
stabilized from a 
rate of change 
perspective during 
periods of 
expedited rate 
increase.  
 
 
 
 
 
 
 
 

 

Data Source: Bloomberg, BankRate, CoreLogic, HRM 
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THREE CASE STUDIES IN RISING RATES 

OCTOBER 1993- DECEMBER 1994 
Mortgage Rates rose +240 bps over the span of 14-months.  The S&P 500 Homebuilding index 
lost 33% of its value over that 14 month span. By contrast, the S&P 500 was flat over the 
corresponding period. 

OCTOBER 1998 -  MAY 2000 
Mortgage Rates rose +180 bps over the span of 19-months.  The S&P 500 Homebuilding index lost 
29% of its value over that 14 month span, but the S&P 500 was up 44% making the relative 
underperformance a whopping 73%.  

DECEMBER 2012 – SEPTEMBER 2013 
Mortgage Rates rose +120 bps over the span of 10-months.  The S&P 500 Homebuilding index lost 
3% of its value over that 14 month span. By contrast, the S&P 500 was up 19% over the 
corresponding period so the relative underperformance was 22%.   

1 

2 

3 
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WHAT IF THE FED TIGHTENS? 
In the last period 
of Fed tightening, 
the Fed raised 
rates 25 bps every 
meeting for 17 
straight meetings. 
The mortgage 
rate, however, 
essentially went 
sideways during 
this period. 
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HOMEBUILDERS 
Not surprisingly, 
homebuilders hate 
rate hikes, and the 
strong negative 
slope (RSQ 0.85) 
to increases in the 
10Yr Tsy show just 
how sensitive they 
are. The good 
news is that small 
increases in rates 
have historically 
produced small 
decreases in 
share prices. 
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BUILDING PRODUCTS 
Building products 
companies 
consistently 
underperform 
when rates rise 
just like 
homebuilders.  
However, the 
slope is positive, 
which makes no 
sense. We take it 
on face value that 
there’s an adverse 
relationship here, 
but that’s about it. 
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TITLE INSURANCE 
Title insurers also 
underperform 
amid rising rates, 
but like building 
products 
companies they 
do so in a non-
linear, low-RSQ 
way.  
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HOME IMPROVEMENT CHAINS 
Home 
improvement 
chains also tend 
to perform 
respectably during 
higher rate 
periods. 
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APARTMENT REITS 
Apartment REITs 
tend to be much 
better relative 
performers when 
rates rise. What’s 
more, these tables 
and charts don’t 
reflect total return 
so the dividend 
would be in 
addition to this 
performance. 



HOUSTON, WE HAVE A PROBLEM 
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HOUSTON IS BIGGER THAN YOU THINK 
The Houston 
Metro area has 
the fourth largest 
GDP in the US, 
behind only New 
York, L.A. and 
Chicago. 

DATA SOURCE: BEA, HOWMUCH.NET 
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HOUSTON HAS A LOT OF PEOPLE 
The Houston 
Metro population 
is the fifth largest 
in the US with 
~6.5 million 
residents. More 
interestingly, it 
was the fastest 
growing metro 
from 2010-2014 
both in rate of 
change terms 
and by the 
number of new 
people. 

DATA SOURCE: CENSUS, LENNAR 
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HOUSTON HAS A LOT OF JOBS AT RISK 
“As we move through 
2016 and 2017, both 
E&P volumes hedged 
and average hedge 
prices will move 
lower.  The reduction in 
cash flows from hedge 
gains will result in lower 
capital expenditures 
and production, and an 
increase in leverage 
ratios.  In reflexive 
fashion, distress in the 
E&P sector will increase 
in 2016 and 2017.”   
 
- Kevin Kaiser,  
Hedgeye Energy MD 

DATA SOURCE: REUTERS,, HEDGEYE ENERGY 

"Producers have survived 2015 as 
they benefited from large 
reductions in service costs while 
having a significant amount of 
production hedged at high prices," 
said John Arnold, the Texas 
billionaire formerly at hedge fund 
Centaurus Advisors. 
 
"Come Jan. 1, revenues will 
experience a pronounced decline 
for many companies, coinciding 
with a time of severe stress for 
balance sheets across the 
industry," he told Reuters. 
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ENERGY COMPANIES ARE IN TROUBLE 
The hedges are 
continuing to roll 
off through the 
first half of this 
year. 65% of 
production was 
hedged at the 
end of 2015, but 
that ratio will fall 
by 23% to 42% by 
mid-2016 raising 
pressure on 
companies to 
reduce 
headcount. 

DATA SOURCE: BLOOMBERG, HRM 
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PRICING IN DEFAULT RISK 
Energy 
companies are 
pricing in 
enormous 
default risk as 
energy sector 
YTW is trading at 
a 720 bps 
premium to the 
rest of the high 
yield space. 

DATA SOURCE: BLOOMBERG, BAML HY INDICES, HEDGEYE ENERGY 
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HOUSTON JOBS ARE EVAPORATING 
While Houston 
still talks a big 
game, the reality 
is that the trends 
are negative. 
Services 
employment 
growth has 
slowed from +4% 
to +1.9% and 
Goods 
employment has 
slowed from +2% 
to -5%. 

DATA SOURCE: BLOOMBERG, HRM 
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HERE’S A VISUAL: 
Houston’s 
overall job 
market has 
slowed from 
+4.4% growth in 
November, 2014 
to +0.8% growth 
in November, 
2015. 

DATA SOURCE: TEXAS LABOR REVIEW, HRM 

Nov 2014: 
+4.4% Y/Y 

Nov 2015: 
+0.8% Y/Y 
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BABIES ARE IN A BEAR MARKET 
This data comes 
from our 
Healthcare team. 
Babies being 
born in Houston 
began to decline 
sharply in 
November 
/December, but 
bear in mind that 
that decision 
was made 9 
months earlier. 

DATA SOURCE: BLOOMBERG, HRM 
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HOUSTON  THE LONG VIEW 
The oil bust of 
the mid-1980s 
saw housing 
starts collapse 
75% from their 
peak. The more 
recent decline 
saw a 60% drop. 
In 2015, 
however, starts 
are only down 
~4%.  



HEDGEYE  156 

ZOOMING IN 
More recently, 
however, starts 
have begun to 
wane. The latest 
readings are 
down 7-10% Y/Y. 
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THE EXISTING MARKET IS NOT GOOD 
The inventory of 
existing homes 
for sale in 
Houston is 
beginning to 
surge. The latest 
data showed it 
+27% Y/Y. 
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DEMAND IS WANING 
Demand growth 
for existing 
homes has 
turned negative 
and is steadily 
dropping. 
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PRICES ARE BEGINNING TO SLOW 
Prices have only 
just begun to 
respond. This 
will hit builder 
margins in 
earnest in 2016. 
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LENNAR AS A CASE STUDY 
As the largest 
builder in 
Houston, Lennar 
also happens to 
be the only 
builder to 
consistently 
report Houston 
as a standalone 
segment; 
therefore, we 
use them as a 
proxy. Things 
aren’t good. 

DATA SOURCE: BLOOMBERG 
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LENNAR UNDER THE MICROSCOPE 
Houston 
represents 8.4% 
of LEN’s backlog, 
6.8% of new 
orders (MRQ) 
and 7.2% of 
deliveries (MRQ). 

DATA SOURCE: BLOOMBERG, COMPANY FILINGS, HRM 
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LENNAR’S RECENT COMMENTARY 
While LEN 
management 
was still fairly 
bullish on 
Houston as 
recently as ~4 
weeks ago, 
there are 
growing top line 
and margin 
pressures. 

DATA SOURCE: BLOOMBERG, HRM 

Q4 Earnings Transcript  
12/18/2015 



HEDGEYE  163 

TEXAS EXPOSURES BY BUILDER 
While Houston 
level disclosures 
are inconsistent, 
TX-level 
disclosures are 
generally 
available. A 
reasonable 
frame of 
reference is that 
Houston typically 
accounts for +/-
1/3 of TX 
exposure. 

DATA SOURCE: BLOOMBERG, HRM 
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MORE SIGNS OF HOUSTON TROUBLE 
This chart comes 
from our GLL 
team. It shows 
hotel revenue 
per average 
room in Houston. 

DATA SOURCE: HRM 
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GAMBLING REVENUES ARE DOWN IN LA 
Also from our 
GLL team, this 
chart shows 
Louisiana same-
store gaming 
revenue trends, 
which is heavily 
dependent on 
Houston 
customers. 

DATA SOURCE: HRM 
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HOUSTONIANS ARE DINING OUT LESS 
And from our 
Restaurants 
team … (1/13/16) 

DATA SOURCE: BLOOMBERG, HRM 



FOR MORE INFORMATION, CONTACT US AT: 

SALES@HEDGEYE.COM 
(203) 562-6500 
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