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 HEDGEYE ASSET ALLOCATION  

The maximum 
preferred exposure 

for cash is 100%. The 
maximum preferred 

exposure for each of 
the other asset 
classes is 33%. 
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EARNINGS 
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EARNINGS  
Continuing to see an acceleration in both SALES and EARNINGS as 
we move through EPS Season. 283/500 S&P names have reported 
aggregate y/y SALES and EPS growth of +4.3% and +5.9%, 
respectively. Financials (52 of 63 have reported) aggregate y/y SALES 
and EPS growth of +5.1% and +10.3%, respectively. 



EURO  
After tapping the top-end of our $1.05-1.08 immediate-term risk range 
last week, EUR/USD has been smacked back down to $1.06 (-0.8% 
this morning)  and continues to signal bearish TREND inasmuch as 
Draghi continues to remind markets that he has no intention on 
tapering anytime soon. 



FTSE 
The strong inverse correlation between the FTSE and Pound remains 
obvious – on a #StrongDollar morning we have GBP/USD -0.8% and 
the FTSE bouncing +0.6% which is, importantly, back above our 
immediate-term TRADE line of 7176 support. We still like the Pound, 
but lower – would like to buy it back in the $1.20-1.22 range.  
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HOUSING – THE BIG PICTURE 
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STARTS STAGNATION: 20 MONTHS & COUNTING 

The  combination of 
falling MF activity 
and crawling 
improvement in SF 
activity has left Total 
new construction 
Starts flat for the last 
20 months.  

Data Source:  Census Bureau, Bloomberg, Hedgeye 
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MF ↓ + SF ↑ = TOTAL ↓ 

The trend in Permit 
activity is similar to 
that prevailing in 
Starts with the net of 
rising SF activity and 
falling MF activity 
equating to zero 
growth in the 
headline.   
 
With Permit growth 
running at a 
negative spread to 
Starts growth YTD 
near-term upside in 
Starts appears 
constrained.  

Data Source:  Census Bureau, Bloomberg, Hedgeye 
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BIG PICTURE:  HOUSING HYSTERESIS? 

After 5 years of 
Housing recovery, 
resi construction 
remains just 3.7% of 
GDP – a level more 
consistent with cycle 
trough levels 
observed across the 
last 65 years.  

Data Source:  Census Bureau, NBER, Bloomberg, Hedgeye 
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PENDING HOME SALES: CONVERGENCE TO ZERO   

Pending Home Sales 
have done basically 
nothing over the last 
6-months.   
 
Signed contract 
activity has been 
+2% or less since 
May with 4 of those 
months printing zero 
or negative growth. 

Data Source:  Bloomberg, NAR, Hedgeye 
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HPI  INDEX HEAVYWEIGHTS SLOWING 
The divergence 
between the Case-
Shiller 20-city index 
and the National series 
is largely a function of 
decelerating price 
growth in the 20-city 
index heavyweights 
and improving HPI 
trends more broadly.  
 
New York, LA, and San 
Fran alone represent a 
collective 43% 
weighting in the 20-city 
index and each has 
slowed notably over the 
last couple quarters.  

Data Source:  Bloomberg, Case-Shiller, Hedgeye 
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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 



18  © Hedgeye Risk Management LLC. All Rights Reserved. 

MORTGAGE RATES 

Mortgage rates have 
put in roughly 2/3 
the rise seen in 10Yr 
Tsy yields. 

Data Source:  Freddie Mac, Hedgeye 
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WHY RATES MATTER TO HOUSING INVESTORS 

These tables show 
the sensitivity of the 
various Financials & 
Housing subsectors 
to the 10-Year 
Treasury yield over 
the past year. We’ve 
highlighted the 8 
housing sectors. 6 of 
the 8 are in the 
bottom quartile for 
rate sensitivity, 
meaning that that 
they are among the 
most inversely 
correlated 
subsectors in the 
group. 

Data Source:  Factset, Hedgeye Estimates 
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MORTGAGE RATES IMPACT AFFORDABILITY  

Mortgage rates 
have increased 
~60 bps since 
mid-2016, shaving 
~7% off 
affordability. Taken 
together with 6% 
HPI outpacing 3% 
income growth, 
affordability has 
effectively 
declined ~10% in 
the last year. 
 
 
 
 
 

Data Source: Bloomberg, Bankrate, Census Bureau, Hedgeye 
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 EARNINGS SEASON 
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 VOLATILITY 
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 HEDGEYE SECTOR PERFORMANCE 
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 HEDGEYE SECTOR RELATIVE PERFORMANCE 
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 HEDGEYE STYLE FACTOR PERFORMANCE 
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 HEDGEYE RATES & SPREADS 
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 CFTC NON-COMMERCIAL NET LONG POSITIONING 
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 CFTC NET FUTURES & OPTIONS POSITIONING (TTM Z-SCORE)  
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 MARKET SHARE VOLUME & TOTAL VALUE TRADED  
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