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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 

DISCLAIMER 
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PLEASE SUBMIT QUESTIONS* TO 
  

QA@HEDGEYE.COM 

*ANSWERED AT THE END OF THE CALL  
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MUCHO VERDE 
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4 FOR 4 IN 2016 
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HOUSING - TRUMPHORIA 

4Q16 – A LOOK BACK 
Our main call since the start of the year has been that the headwinds that began in 4Q15 would persist and grow 
stronger throughout 2016. To that end, volume trends have converged to zero while HPI has been 
steady/stagnant in both the existing and new home markets. We expect volume and price trends to be similarly 
underwhelming as we move into 2017. 

TRUMPHORIA 
Trump’s election caused a predictable surge in confidence for consumers and businesses alike, but it also 
produced a surge in mortgage rates, which stymied the early advances in the housing equity complex. We look 
ahead to what the new administration is likely to mean for both the Housing market and Housing equities. 

ZIKA UPDATE 
Zika risk remains and new research suggests it still has the potential to be a long-term housing phenomenon. 

1 

2 

3 
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4Q16: A LOOK BACK 
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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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SF STARTS: SLOW MARCH TO NORMALIZATION 

Single-family 
construction activity 
continues to trudge 
higher.  11% growth 
in 2016 has taken SF 
starts to their 
highest level of the 
cycle and helped 
offset negative 
growth in multi-
family.      

Data Source:  Census Bureau, Bloomberg, Hedgeye 
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MULTI-FAMILY:  IT WAS A GOOD RUN ….  

MF starts activity is 
down -2% YoY in 
2016 and with multi-
family permit growth 
negative for 8 of the 
last 10 months and 
down -12% relative 
to the corresponding 
Jan-Nov period last 
year, the multi-year 
boom in multi-family 
construction - where 
annual growth 
averaged >20% over 
the preceding 5 
years – looks 
increasingly past 
peak.   

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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STARTS: LONG-TERM CYCLE CONTEXT 
 
Historically, Peak Housing 
Activity is a mid-cycle 
phenomenon.  
 
Given the lagged and 
muted recovery in new 
construction, the housing 
and broader macro cycles 
are out of phase in the 
current expansion.  
 
We are currently 23% 
above average trough 
levels and average peak 
levels are 84% higher 
based on the last 7-cycles.  
 
The medium-term upside 
opportunity remains 
compelling  

Data Source:  Census Bureau, NBER, 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 



14  © Hedgeye Risk Management LLC. All Rights Reserved. 

NEW HOME SALES: SET TO SLOW  

Easy comps, mean 
reversion upside 
and cumulative 
underperformance 
relative to EHS since 
2012 supported 
relative strength in 
NHS over the last 
year. 
 
Base effects get 
progressively 
tougher beginning in 
December and 
should drive a 
sizeable RoC 
deceleration. 

Data Source:  Bloomberg, Census Bureau, Hedgeye 
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NHS:  GODOT’S PLAYGROUND 

At 592K last, the 
upside/downside to 
average peak/trough 
levels is moderately 
asymmetric at 46% 
and 34%, 
respectively.  
 
Stagnant income 
growth, rising prices 
and higher rates on 
the demand side 
and rising input cost 
pressure on the 
supply side continue 
to constrain a 
breakout in NHS. 

Data Source:  Bloomberg, NBER, Census Bureau, Hedgeye 
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LOT SUPPLY PRESSURES REMAIN ACUTE 

Lot supply remains 
near the top of 
builder concerns.    
Higher prices and 
rising rates suggest 
the margin drag on 
land acquisition 
costs is unlikely to 
ebb nearer-term.   

Data Source:  NAHB, Hedgeye 
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RESI LABOR MARKET TIGHTENING 

Labor costs remain a 
primary industry 
concern and the 
skill-need mismatch 
will take time to 
resolve. 
 
As long as the ratio 
of workers to starts 
remains flat-to-
declining, margin 
pressures will 
remain elevated. 

Data Source:  NAHB, Hedgeye 
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RISING SCARCITY IN SKILLED LABOR  

Labor shortages 
across Specialty 
Trade Contractors – 
a key labor input 
cost - remains the 
most acute.    

Data Source:  NAHB, Hedgeye 
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IMMIGRATION: DISPROPORTIONATE IMPACT TO HOUSING   
With undocumented 
immigrant employment 
concentrated in the 
construction sector any 
large-scale deportation 
initiative would 
disproportionately  
impact resi construction 
supply and prices.  
 
Most view Trump’s 
threat of mass 
deportation (3MM 
workers) as hollow.   

Data Source:  NEBR, Washington Post, 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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EHS: UNDERWHELMING, MONTH 21 
 
Single Family and Total 
Existing Home sales have 
made new highs in recent 
months but growth has 
slowed from double digits 
to negative over the TTM as 
volume has largely flatlined 
over the last 1.5yrs.  
 
Any next leg higher in 
existing volumes will 
require some supply 
improvement and further 
strength in both trade-up 
and 1st time buyer demand.  

Data Source:  Bloomberg, NBER, NAR, Hedgeye 
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EHS: NEAR-TERM DOWNSIDE 
With PHS declining in 
November and EHS 
rising, the multi-month 
divergence between 
the two series is 
becoming increasingly 
unsustainable. 
 
Empirically, as one 
would expect given the 
lead-lag relationship, 
short-term dislocations 
between the two series 
have resolved in favor 
of PHS in recent years 
– suggesting downside 
in EHS in the coming 
month(s).  

Data Source:  NAR, Bloomberg, Hedgeye 
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MORTGAGE PURCHASE APPLICATIONS:  ACCELERATING! 

Purchase application 
volumes trended flat 
to down since June 
into the election with 
the post-election 
increase only 
managing to bring 
the trailing 3-month 
average back in line 
with the TTM trend.   
 
The post-election 
rise in rates can be 
expected to shift 
some demand 
forward.   

Data Source:  NAR, Bloomberg, Hedgeye 
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PURCHASE APPLICATION VOLUME = DECLINING UTILITY 

The high-frequency 
Mortgage Purchase 
Application data has 
increasingly 
diverged from 
actual, reported EHS 
sales volumes, 
reducing its utility as 
a lead indicator for 
direction trends in 
demand.   
 
The spread between 
Purchase 
Applications and 
EHS widened 
significantly in 2016.  

Data Source:  NAR, Bloomberg, Hedgeye 
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WHY?: FOR SALE → TO PENDING SALE → BACK TO FOR SALE 

Trulia found that 4% 
of For Sale Listings 
transitioned from a 
Pending Sale back 
to For Sale in 2016, 
up from 2% in 2015.  
 
Home Sales Fail for the 
following reasons: 
 

1. The potential 
homebuyer is unable to 
get approved for the 
mortgage 

2. The home value is 
appraised for less than 
the agreed upon 
purchase price 

3. Home inspections 
reveal more extensive 
or costly repairs than 
previously expected 

 
 Data Source:  Trulia, Bloomberg, Hedgeye 
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FOR SALE → TO PENDING SALE → BACK TO FOR SALE 
One interesting 
phenomenon appears 
to be that sales of older 
homes (>15 years of 
age) seem to fail at 
higher rates. Low levels 
of new construction 
mean that the average 
age of the existing 
housing stock is getting 
older. This is causing a 
rising percentage of 
transactions to fail. 
 
 
 

Data Source:  Trulia, Hedgeye 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

EXISTING MARKET: SUPPLY IS (STILL) TIGHTENING 

MONTHS SUPPLY 
With inventory falling and sales rising in November, months 
supply fell to 3.96 months, marking the 1st month below 4-
months supply in a year and the 52nd month below the 
conventional balanced market level of 6-months 

UNIT SUPPLY 
Unit supply growth held negative year-over-year for an 18th 
consecutive month in November and at -9% YoY, the pace of 
inventory decline remains at multi-year lows.   

Data source: NAR, Bloomberg, BEA, Hedgeye  
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VACANT SUPPLY:  UNDERSUPPLY WORSENING 

Both For-Sale and 
For-Rent Inventory 
remain in 
undersupply. 
 
Collectively, vacant 
housing supply is in 
deficit to the tune of 
0.7MM units relative 
to historical norms.  
 
The latest reading 
from Freddie Mac 
shows the largest 
deficit in the history 
of the series.  

Data Source:  Freddie Mac, Hedgeye 
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HPI  STALEMATE 

The HPI tug of war 
remains in effect as 
tight supply 
continues to support 
prices while rising 
rates, declining 
affordability, and 
flagging demand 
weigh on the 
opposite side.   
 
Price growth in the 
conforming market 
has now tracked 
sideways for over a 
year.   

Data Source:  Bloomberg, Hedgeye 
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HPI  STALEMATE 

The 20-city series 
has decelerated 
over the last year 
with the 2nd 
derivative trend flat-
lining in recent 
months. 
 
The national series, 
meanwhile, has 
shown a moderate 
acceleration over 
the last 3 months.    

Data Source:  Bloomberg, 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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HOME PRICES STILL TRENDING NEGATIVE 

Inclusive of a 
moderate pickup the 
last few months, the 
larger trend remains 
toward HPI 
deceleration.   

Data Source:  Corelogic, Case Shiller, FHFA, Bloomberg, Hedgeye 
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SECTOR PERFORMANCE RANKING  2016 HOUSING ↓ 
Negative absolute 
and relative returns 
have characterized 
performance across 
the primary housing  
proxies (XHB, ITB, 
S15 Home Index) in 
2016. 
 
4Q16: 3 of 3 Industry 
proxies have 
negative returns and 
all 3 have 
underperformed. 
 
 

Data Source:  Bloomberg, Hedgeye 
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SUBSECTOR PERFORMANCE: BROAD UNDERPERFORMANCE 

5 of the 7 primary 
Housing subsectors 
underperformed in 
both 4Q16 and FY16.   
 
Mortgage Insurers 
were the notable 
outperformer in 2H 
alongside the rise in 
interest rates.  

Data Source:  Bloomberg, Hedgeye 
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POST-ELECTION: TRUMPHORIA !!! 
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MAPPING TRUMP 
$USD/EQUITIES/RATES/EXPECTATIONS/CONFIDENCE ↑            EM, BONDS, GOLD, SLOW GROWTH ↓ 

DATA SOURCE: BLOOMBERG,  HEDGEYE       *PRICES AS OF 1/9/17 
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CONSUMER CONFIDENCE = ACCELERATING 
BOTH THE CONFERENCE BOARD AND UNIVERSITY OF MICHIGAN CONFIDENCE SERIES HAVE REACCELERATED TO NEW HIGHS WITH HEADLINE, 
PRESENT CONDITIONS AND FORWARD EXPECTATIONS READINGS ALL STEP FUNCTIONING HIGHER SINCE OCTOBER.   
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CONSUMER CONFIDENCE = ACCELERATING 

Data Source:  Bloomberg, BEA, University of Michigan, Hedgeye 
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BUSINESS CONFIDENCE = RE-INFLECTING 
TRUMPHORIA IS NOW UBIQUITOUS ACROSS ALL CONSUMER AND BUSINESS SERIES WITH ALMOST EVERY MEASURE GAPPING HIGHER  POST-
ELECTION.   

Data Source: Bloomberg, Conference Board, Hedgeye 
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BUILDER CONFIDENCE = TO INFINITY & BEYOND! 

Builder Confidence 
re-inflected post-
election, following  
consumer 
confidence to new 
cycle highs despite 
rising rates and 
subdued 
improvement in 
housing 
fundamentals.  
 
 

Data Source:  Bloomberg, BEA, Hedgeye 
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CONFIDENCE: FOLLOWING THE POST-ELECTION PLAYBOOK 

Increases in 
Sentiment are typical 
in the post-election 
honeymoon period.   
 
Fundamental 
improvement needs 
to materialize to 
solidify the optimism.  
 
 

Data Source:  University of Michigan, Hedgeye 
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MILLENNIAL CONFIDENCE = EQUIVOCAL  

The post-election 
rise in confidence 
among 18-35 year 
olds is decidedly 
more muted than the 
broader increase.  
 
In fact, according to 
the University of 
Michigan Series, 
confidence among 
the cohort continues 
to trend lower.  
 

Data Source:  Bloomberg, Conference Board, University of Michigan Hedgeye 
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HOUSING CONFIDENCE = ↓ 
Confidence around 
housing, meanwhile, 
remains in 
downtrend over the 
TTM.   
 
The post-election 
bounce in November 
was unremarkable 
and December was 
softer sequentially.  
 
 

Data Source:  Bloomberg, Conference Board, University of Michigan Hedgeye 
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HOUSING CONFIDENCE = ↓ 
Michigan 
Confidence surveys 
around homebuying 
attitudes are in 
sharp decline, 
putting them 
completely at odds 
with homebuilder 
sentiment. 

Data Source:  Bloomberg, NAHB, University of Michigan Hedgeye 
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HOUSING CONFIDENCE = ↓ 
One more for good 
measure. Fannie 
Mae’s monthly 
phone survey of 
1,000 households 
shows home 
purchasing 
sentiment has 
declined for 5 
consecutive months 
with no bounce 
following the 
election. 

Data Source:  Bloomberg, Fannie Mae, Hedgeye 



 © Hedgeye Risk Management LLC. All Rights Reserved. 

THE PLAN: STIMULATE & REPEAL 
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THE INDIVIDUAL TAX CODE  7 BECOMES 3 

The tax code would 
drop from 7 brackets 
to 3. 
 
Standard deductions 
would move from 
$6,300 to $15k for 
single filers and from 
$12,600 to $30k for 
joint filers.   
 
Itemized deductions 
would be capped at 
$100K for single 
filers and $200K for 
joint filers under the 
new plan. 
 
 Data Source:  Internal Revenue Service (IRS), Trump Campaign 

Income Tax Bracket Income Tax Bracket
$0-$9,275 10% $0-$18,550 10%
$9,275-$37,650 15% $18,550-$75,300 15%
$37,650-$91,150 25% $75,300-$151,900 25%
$91,150-$190,150 28% $151,900-$231,450 28%
$190,150-$413,350 33% $231,450-$413,350 33%
$413,350-$415,050 35% $413,350-$466,950 35%
$415,050+ 39.6% $466,9500+ 39.6%

Single Filer Married Filing Jointly

Source: Internal Revenue Service (IRS) © Hedgeye Risk Management

Income Tax Bracket Income Tax Bracket

$0-$37,500 12% $0-$75,000 12%

$37,500-$112,500 25% $75,000-$225,000 25%

$112,500+ 33% $225,000+ 33%

Single Filer Married Filing Jointly

Source: Trump Campaign © Hedgeye Risk Management

The current tax code  

The proposal  
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IT’S GOOD TO BE THE KING 
While the Trump 
Campaign’s tax plan 
will positively impact 
the wallets of all 
Americans, those in 
the top 1% will see the 
largest gains, contrary 
to the populist 
messaging from the 
campaign. The top 
decile and top quintile 
will see comparable 
gains of 4-5%. Below 
the top quintile, gains 
will be de minimis. 
 
 

Data Source:  Tax Foundation, Hedgeye 
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Source: Tax Foundation, 
 

© Hedgeye Risk Management 
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TAX CHANGE REALITY: THE TOP QUINTILE BENEFITS 

The table on the 
bottom left shows 
the average 
household income 
by quintile, what the 
after-tax benefit 
would be, and how 
much their potential 
housing expenditure 
could increase by. 
Note the increase at 
the top quintile. 

Data Source: Census Bureau, Tax Foundation, Hedgeye 
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IMPACT OF THE TRUMP TAX PLAN 
President-Elect 
Trump’s tax plan 
would reduce total 
government revenue 
by $4.37 trillion over 
the ensuing decade. 
This assumes no pro-
growth offsets. 
Assuming those 
offsets, the hit to 
revenue would 
instead be $2.64 
trillion. For reference, 
there’s ~$20 trillion in 
US Government debt 
outstanding currently. 

Data Source:  Tax Foundation, Hedgeye 
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Source: Tax Foundation, Hedgeye © Hedgeye Risk Management
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IMPACT OF THE TRUMP TAX PLAN 

While the proposed 
Trump plan will have 
a net negative 
impact on 
government 
revenues any way 
you slice it, it is 
estimated to boost 
GDP by ~7% over the 
coming decade 
(~+70 bps/year) and 
add 1.8 million jobs 
(+15k/mo). 

Data Source:  Tax Foundation, Hedgeye 
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THE M-I-D BEAR CASE: -16% DOWNSIDE TO HOME PRICES ?? 
The mortgage insurance 
deduction, if it were 
eliminated, would reduce 
affordability by ~16%. This 
would be concentrated 
among the top 2 quintiles 
where filers tend to 
itemize more often.  
 
According to the Tax 
Policy Center, roughly 40 
million (~22%) of the 170 
million households in the 
U.S. benefit from the 
mortgage interest 
deduction. 

Data Source:  Federal Reserve, St. Louis Fed, Joint Committee on Taxation, Hedgeye 
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THE M-I-D BULL CASE: ACTUALLY, A BOON TO THE HIGH END 

In an ironic twist, 
Treasury Secretary 
Nominee Mnuchin’s 
proposal to “cap” 
mortgage interest 
deductibility is actually 
the exact opposite of 
what it sounds like. The 
tables at left illustrate 
why.  
Under the current 
system, you can deduct 
MI on debt up to $1mn, 
which equates to 
around ~$45k. Under 
the new system, you’d 
be able to deduct up to 
$200k, which would 
equate to a $4.4mn 
mortgage. 

Data Source: Trump Campaign, Math, Hedgeye  
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IS QM REPEAL ON THE TABLE? 
Though Mortgage Lending 
Standards have loosened 
since 2011, it is still much more 
difficult to get a mortgage 
than in the pre-GFC era. 
 
One of the core reasons is the 
Qualified Mortgage provision 
that became effective in early 
2014.  
 
There is proposed legislation 
(H.R. 1210) to create a legal 
safe harbor for lenders, which, 
if passed, would reignite 
lending in the sector.  
 
However, based on a recent 
policy call we hosted, it 
sounds like there is little 
support/momentum for this 
provision to move forward. 

Data Source:  House Financial Services Committee, Mortgage Bankers Association 
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FOR THOSE INTERESTED, HERE’S A SNAPSHOT OF QM 

In the event that HR 
1210 gets 
momentum, here’s a 
summary table we 
published back in 
early 2014 on the 
key tenets of the 
new rule. 

Data Source:  ConsumerFinance.gov, Qualifiedmortgage.com 
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HERE’S WHY QM MATTERS 

QM’s rollout pushed 
housing volumes 
squarely into 
negative territory for 
the bulk of 2014. 

Data Source:  Bloomberg, NAR, Hedgeye  
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CRE  ADIOS, DEPRECIATION  

In order to pay for 
15% business tax 
rates (vs 35% now) 
and lower marginal 
individual tax rates, 
there must be 
offsets. Two of those 
include eliminating 
business 
depreciation on 
property and 
eliminating interest 
expense 
deductibility.  

Data Source:  The Real Deal 
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CRE  ADIOS, INTEREST DEDUCTION 

In order to pay for 
15% business tax 
rates (vs 35% now) 
and lower marginal 
individual tax rates, 
there must be 
offsets. Two of those 
include eliminating 
business 
depreciation on 
property and 
eliminating interest 
expense 
deductibility. 

Data Source:  Wall Street Journal 
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MEET THE CABINET 

The cabinet appointees of Donald Trump have very different backgrounds, but as a group they are 
notable in that there are more political outsiders than in typical administrations.  

Data Source:  Picture -- Yahoo 
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INCOMING TREASURY SECRETARY - MNUCHIN  
Prior Experience: 
• Partner, Goldman Sachs 
• CEO, Dune Capital 

Management 
• CEO, OneWest 
• Founder, Relativity Media 
• Finance Chairman, Trump 

Campaign 
 

Education: 
Yale University (BA) 
 

Steven Mnuchin is a former 
Goldman Sachs partner and 
senior manager and hedge fund 
investor. After he graduated from 
Yale University, Mnuchin worked 
for investment bank Goldman 
Sachs for 17 years, reaching its 
management committee. After he 
left the bank in 2002, he worked 
for and founded a number of 
hedge funds. During the financial 
crisis, Mnuchin bought failed 
home lender IndyMac. He rebuilt 
the bank as chairman and CEO in 
the subsequent years under the 
name OneWest Bank, and sold it 
in 2015 to CIT Group. - Wikipedia 

 
 
 
 

Data Source:  Excerpts from 11/30/16 Appearances of Steven Mnuchin and Wilber Ross on CNBC and Fox Business News, Wikipedia  

“Our most important priority is sustained economic growth and I 
think we can absolutely get to sustained 3 to 4% GDP and that is 
absolutely critical for the country.” [emphasis added] 

“Any reductions we have in upper income taxes will be offset by 
less deductions so that there will be no absolute tax cut for the 
upper class. There will be a big tax cut for the middle class but 
any tax cuts we have for the upper class will be offset by less 
deductions that pay for it.” 

“Biggest Tax reform since Reagan and its not just going to be a 
cut in corporate taxes, but it’s also going to be a very large 
middle income tax cut that’s going to help this country.” 

Maria Bartiromo: “Would you move to change Fannie and Freddie at this point? Would you move to have 
these privatized?” 
Steven Mnuchin: “Absolutely. We’ve got to get Fannie and Freddie out of government ownership it makes no 
sense that these are owned by the government and have been controlled by the government for as long as 
they have”. 

“They'll still let you do charities but there'll be other deductions 
that are absolutely limited to pay for this…we'll cap mortgage 
interest but allow some deductibility.” [emphasis added] 
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MNUCHIN IS PARTIAL TO GSE REFORM 

GSE Reform remains 
the white whale of 
financial legislative 
priorities, but 
Mnuchin has been 
clear on multiple 
occasions that he’d 
like to see 
Fannie/Freddie 
reform. It’s 
interesting to note 
that he has, at the 
moment, an indirect 
interest in the 
preferred stock of 
the GSEs. 

Data Source:  Inside Mortgage Finance 
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INCOMING COMMERCE SECRETARY - ROSS 
Prior Experience: 
• Sr. Managing Director, 

Rothschild Investments  
• CEO/Founder, WL Ross & 

CO. 

 
Education: 
Yale University (BA), Harvard 
University (MBA) 

 
Wilbur Ross, Jr. is an 
American investor, and former 
banker, known for 
restructuring failed companies 
in industries such as steel, 
coal, telecommunications, 
foreign investment and 
textiles. He specializes in 
leveraged buyouts and 
distressed businesses. As of 
August 2014, Forbes 
magazine lists Ross as one of 
the world's billionaires with a 
net worth of $2.9 billion. - 
Wikipedia 

 
 
 
 

Data Source:  Excerpts from 11/30/16 Appearances of Steven Mnuchin and Wilber Ross on CNBC and Fox Business News, Wikipedia  

“Tariffs are part of the negotiation. The real trick is going to be 
increase American exports. Get rid of some of the tariff and non-
tariff barriers to American exports”. 

Michelle Caruso-Cabrera: “What about the Volcker rule?” 
Wilbur Ross: “Yeah, and many of the smaller banks have had to get to the point where they now have more 
compliance people than they have lending offices. That's crazy”. 

“And it's also not true that all jobs are created equal. A guy who 
used to working a steel mill now flipping hamburgers, he knows 
it's not the same. So it’s the quality of jobs as well as the 
quantity. And one of the problems with the recovery is when the 
newly created jobs are not nearly as remunerative as were the 
jobs that were lost. That's a very big structural problem”. 

“For one thing, TPP had terrible rules of origin. Rules of origin 
means can stuff come in from outside the boundaries of the 
treaty countries? In automotive, majority of a car could come 
from outside TPP, namely could come from china, and still get all 
the benefits of TPP…What has to be put into perspective, we are 
the big market. We are the world's biggest importer. We need to 
treat the other countries as good suppliers. Not as determining 
the whole show”. 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

INCOMING HUD SECRETARY & CURRENT FHFA DIRECTOR  

MEL WATT 
 
EDUCATION: 
UNIVERSITY OF NORTH CAROLINA,  
YALE UNIVERSITY (JD) 

 
PRIOR EXPERIENCE: 
• GENERAL PRACTICE LAWYER 
• CONGRESSMEN REPRESENTING NORTH 

CAROLINA’S 12TH DISTRICT 

 

 

BEN CARSON 
 
EDUCATION: 
YALE UNIVERSITY (BS),  
UNIVERSITY OF MICHIGAN (MD) 

 
PRIOR EXPERIENCE: 
• DIRECTOR OF PEDIATRIC NEUROSURGERY, 

JOHN HOPKINS HOSPITAL 
• REPUBLICAN PRESIDENTIAL CANDIDATE  

Dr. Carson has no formal experience either in government or 
with housing, which makes his selection as Secretary of HUD 
an interesting choice. That said, his acknowledgement that 
he did not believe he was qualified to run a federal agency 
because of his lack of government experience has us 
encouraged. 

Mel Watt was appointed by President Obama and confirmed 
in 2014. Though he is not well liked among Republicans, he 
plans on remaining in his post until the end of his 5 year term 
in 2019. Recapitalizing the GSEs (Fannie Mae and Freddie 
Mac) will require Watt’s approval. 

Data Source: Bloomberg, FHFA 
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THE HANGOVER: WHEN RATES & REALITY SINK IN 
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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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10-YEAR TREASURY YIELDS 

Yields have backed 
up sharply following 
the election. We 
expect them to 
remain elevated and 
likely to move higher 
over the course of 
2017. 

Data Source:  Factset 
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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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MORTGAGE RATES & EXISTING HOME SALES 

Existing Home 
Sales have 
historically slowed 
notably in 
response to sharp 
updrafts in 
mortgage rates. 
 
Longer-term, 
however, it’s 
tended to be more 
of a bump in the 
road than a full-
blown reversal. 

Data Source: Bloomberg, Freddie Mac, Census Bureau, NAR, Hedgeye 
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MORTGAGE RATES & HOME PRICE GROWTH 

HPI Growth 
historically has 
tended to remain 
relatively flat 
during periods of 
significant 
increase in 
mortgage rates.  

Data Source: Freddie Mac, CoreLogic, Hedgeye 
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MORTGAGE RATES & SINGLE FAMILY STARTS 

Historically, as 
mortgage rates 
increase/ 
decrease, Single 
Family Housing 
Starts move in the 
opposite direction.  
 
In these three 
instances 
Mortgage rates 
increased more 
than + 100 bps, 
while SF starts 
declined 5%-6%.  

Data Source: Bloomberg, Freddie Mac, Census Bureau, Hedgeye 
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MORTGAGE RATES & MULTI-FAMILY STARTS 

Multi-Family 
Housing Starts 
have historically 
been volatile 
during periods of 
large mortgage 
rate increases.  
 
 
 
 

Data Source: Bloomberg, Freddie Mac, Census Bureau, Hedgeye 
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MORTGAGE RATES & TOTAL HOUSING STARTS 

Not surprisingly, 
Total Starts are 
equally sensitive 
to rapid shifts in 
rates. 
 
 
 

Data Source: Bloomberg, Freddie Mac, Census Bureau, Hedgeye 
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MORTGAGE RATES & NEW HOME SALES 

Mortgage rates 
have tended to 
have an adverse 
impact on New 
Home Sales 
during prolonged 
periods of rate 
increases. 

Data Source: Bloomberg, Freddie Mac, NAR, 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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POST-ELECTION PERFORMANCE SNAPSHOT 

For the most part, 
the Housing 
Complex has 
performed as one 
would expect given 
their respective 
sensitivities to rates. 
5 of the 8 Housing 
subsectors were 
among the bottom 
third of performance.  

Data Source:  Factset, Hedgeye Estimates 
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TEASING OUT PREDICTED VS ACTUAL PERFORMANCE 

This chart shows the 
correlation to rates 
on the x-axis and the 
post-election price 
performance on the 
y-axis. Groups 
trading to the left of 
the zero line are 
those negatively 
exposed to rates, 
and vice versa. 
Groups trading 
above the 
regression line are 
overbought while 
those below are 
underbought. 

Data Source:  Factset, Hedgeye Estimates 
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INDIVIDUAL STOCKS ACROSS THE HOUSING COMPLEX 

In the same vein as 
the last chart, this 
chart shows 
correlation (x-axis) 
and post-election 
performance (y-axis) 
for the 45 housing 
stocks we track. 
 
Again, those above 
the regression line 
are overvalued and 
those below 
undervalued on this 
1-factor rate-based 
model. 

Data Source:  Hedgeye Estimates 
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A RATE CASE STUDY: 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. 

Data Source:  Factset, Hedgeye Calculations 
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A RATE CASE STUDY: 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. 

Data Source:  Factset, Hedgeye Calculations 
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A RATE CASE STUDY: TITLE INSURANCE 

Title insurers also 
underperform amid rising 
rates, but like building 
products companies they 
do so in a non-linear, low-
RSQ way.  

Data Source:  Factset, Hedgeye Calculations 
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A RATE CASE STUDY: HOME CENTERS 

Home improvement chains 
also tend to perform 
respectably during higher 
rate periods. 

Data Source:  Factset, Hedgeye Calculations 



82  © Hedgeye Risk Management LLC. All Rights Reserved. 

A RATE CASE STUDY: 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. 

Data Source:  Factset, Hedgeye Calculations 
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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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AFFORDABILITY DYNAMICS: 1 

The average ratio of 
median mortgage payment 
to median rental payment 
has been 135% from 1988-
Present. The current level 
of 90% implies home price 
upside of 45% from a mean 
reversion standpoint. 

Data Source: Census Bureau, Case-Shiller, Freddie Mac 
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AFFORDABILITY DYNAMICS: 2 

The median mortgage 
payment to median monthly 
income ratio has averaged 
28% from 1988-present. 
The current level of 23.6% 
implies home price upside 
of +18% to the mean and 
+71% to the prior peaks. 

Data Source: Census Bureau, Case-Shiller, Freddie Mac 
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AFFORDABILITY DYNAMICS: 2 CON’T 

Based on the last 3 
decades of data, Housing is 
still cheap vs incomes 
nationally.  
The green quintile bands 
indicate early cycle & a go-
forward tailwind for 
Housing, while the 
red/orange bands signal 
coming late cycle & a 
coming correction/crash. 

Data Source: Census Bureau, Case-Shiller, Freddie Mac 
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AFFORDABILITY DYNAMICS: 3 

Median home prices 
relative to annual median 
rental cost has averaged 
21.7x from 1988-Present. 
The current level of 22.2x 
implies home price 
downside of -2% from a 
mean reversion standpoint.  

Data Source: Census Bureau, Case-Shiller, BankRate 
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AFFORDABILITY DYNAMICS: 4 

Median home prices 
relative to household 
income would be a useful 
measure if rates 
remained static over 
time, but one must 
account for the change in 
the cost of money over 
the long-term.  

Data Source: Census Bureau, Case-Shiller, BankRate 



89  © Hedgeye Risk Management LLC. All Rights Reserved. 

EQUITY PERFORMANCE IN ELECTION YEARS 
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S&P 500 HISTORICAL PERFORMANCE AROUND ELECTIONS 
We analyzed performance 
patterns in the market for 
periods when the party in 
power changed. The results 
were inconsistent. From 
election day to inauguration 
day, 5 of the last 8 periods 
saw positive performance, 
but the average return was 
-1.1% and median return was 
+0.6%. More notably, there 
was high variance in those 
returns with two periods 
posting conspicuously 
negative returns, two 
periods posting solid 
positive returns the other 
four periods posting 
middling returns not 
meaningfully different from 
zero. The subsequent, i.e. 
post-inauguration, 
performance was similarly 
mixed. 

Data Source: Bloomberg, Hedgeye 
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Index Performance 1952 1960 1968 1976 1980 1992 2000 2008 2016* '52-'08 Avg '52-'08 Med '52-'08 Sigma
Election to Inauguration 6.0% 8.3% -1.5% 1.0% 0.2% 3.2% -6.2% -19.9% 6.4% -1.1% 0.6% 8.8%
1 Month After Inauguration -2.0% 3.9% -1.7% -2.4% -3.9% 0.4% -4.8% -4.4% -1.8% -2.2% 2.9%
3 Months After Inauguration -5.4% 9.8% -1.1% -2.5% 2.9% 2.7% -7.4% 3.4% 0.3% 0.8% 5.5%
6 Months After Inauguration -7.3% 7.9% -8.0% 0.7% -2.2% 3.2% -9.8% 18.1% 0.3% -0.7% 9.4%
12 Months After Inauguration -1.5% 14.8% -11.7% 0.0% -12.4% 9.6% -16.6% 41.3% 2.9% -0.7% 19.0%
* 2016 Performance through 1/10/17.
Source: Bloomberg

Election to Inauguration Performance 
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10YR TREASURY YIELD HISTORICAL PERFORMANCE IN ELECTION YEARS 

Unlike equity 
performance, rates 
seem to have a more 
consistent trend 
following the 
inauguration. In 4 of the 
6 periods for which we 
have data, rates rose 
notably in the 1Mo, 3Mo, 
6Mo and 12Mo periods 
following the 
inauguration. The 
exceptions were 1992 
and 2000 – both 
periods of economic 
slowdown marked by 
easing. 
 
We think this is an 
important takeaway for 
investors considering 
the path over the 
coming year. 

Data Source: Bloomberg, Hedgeye 



92  © Hedgeye Risk Management LLC. All Rights Reserved. 

S5HOME INDEX HISTORICAL PERFORMANCE IN ELECTION YEARS 

Like equities more 
broadly, the track record 
of Housing equities has 
been mixed and the “n” 
is very small. It’s also 
worth noting that all 
three periods of 
historical observation 
coincided with the onset 
or immediate aftermath 
of major housing market 
cycles. 

Data Source: Bloomberg, Hedgeye 
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Index Performance 1992 2000 2008 2016* '92-'08 Avg '92-'08 Med '92-'08 Sigma
Election to Inauguration 20.2% -2.4% -17.4% 3.6% 0.1% -2.4% 18.9%
1 Month After Inauguration -8.3% 1.3% -9.7% -5.6% -8.3% 6.0%
3 Months After Inauguration -13.4% 12.5% 26.8% 8.6% 12.5% 20.4%
6 Months After Inauguration -9.7% 27.8% 19.1% 12.4% 19.1% 19.6%
12 Months After Inauguration 15.1% 37.5% 49.6% 34.1% 37.5% 17.5%
* 2016 Performance through 1/10/17.
Source: Bloomberg

Election to Inauguration Performance 



93  © Hedgeye Risk Management LLC. All Rights Reserved. 

S15HOME INDEX HISTORICAL PERFORMANCE IN ELECTION YEARS 

The slightly broader 
measure shown here, 
the S15, looks similar to 
the S5 index. 

Data Source: Bloomberg, Hedgeye 
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Index Performance 2000 2008 2016* '00-'08 Avg '00-'08 Med '00-'08 Sigma
Election to Inauguration 7.6% -17.3% 5.5% -4.8% -4.8% 17.6%
1 Month After Inauguration 7.2% -10.8% -1.8% -1.8% 12.8%
3 Months After Inauguration 11.1% 18.4% 14.8% 14.8% 5.2%
6 Months After Inauguration 33.5% 18.7% 26.1% 26.1% 10.5%
12 Months After Inauguration 38.8% 45.1% 41.9% 41.9% 4.4%
* 2016 Performance through 1/10/17.
Source: Bloomberg

Election to Inauguration Performance 
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ELECTION CYCLE SIMPLICITY 

Data Source: Hedgeye 
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FREQUENTIST HOUSING: ELECTION YR 4 + YEAR 1 = ↑ 
Historically, housing equity 
price 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.  
 
This has to do with the 
nature of previous electoral 
cycles. Candidates promise 
much on the campaign trail 
and often entice voters with 
housing-related tax 
giveaways. In the past, this 
has stoked equities higher 
in the election year and the 
following year. 

Data Source: Factset, Hedgeye 
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FREQUENTIST HOUSING: RELATIVE PERFORMANCE 

It’s not just beta – 
historically, Housing 
equities have outperformed 
the broader market 
meaningfully on a relative 
basis in years 4 (election 
year) and 1 (year after 
election) as well.  

Data Source: Factset, Hedgeye 
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FREQUENTIST HOUSING: THE DATA 

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. 
 
Takeaways: Housing stocks 
have not performed well 
this past election year 
(2016, -5%) in comparison 
with their election year 
track record since 1992 
(+30%). For now, there does 
not appear to be an 
investable post-election 
pattern.  
 
The key takeaway for us is 
that yields have tended to 
rise in non-recessionary 
post-election periods. 

Data Source: Factset, Hedgeye 
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THE ZIKA VIRUS 

Data Source: Warner Bros., Outbreak 
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WHAT IS THE ZIKA VIRUS? 

• The Zika virus is primarily spread to people who have been bit by an infected 
mosquito. Infected individuals do not always show symptoms, but the most common 
symptoms include: fever, rashes, joint pain, and red eyes. 
 

• The virus can be transmitted sexually, and can cause serious birth defects in babies 
born to mothers who were infected with the Zika virus during their pregnancy.  
 

• Links between the Zika Virus and  Guillain-Barré syndrome (GBS) have also been 
proven. GBS is a rare disorder that can cause muscle weakness and sometimes 
paralysis.  
 

• A vaccine or treatment for Zika does not currently exist. Therefore, people who 
live in or are traveling to areas with Zika should take steps to prevent infection. 

 

Data Source: Center for Disease Control (CDC 
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ZIKA IN THE UNITED STATES- JANUARY, 2017 

As of January 4th, there are currently 216 cases of the Zika virus that were locally acquired and 4,619 cases of the Zika virus that 
were associated with travel to infected areas. This is up from 105 and 3,713, respectively, as of October 13th. While that increase may 
not sound like much, it’s important to note that the October-January period is a period of dormancy for mosquitoes, even in the 
Southern US. For reference, there are currently 34,045 cases in Puerto Rico and 862 cases in the US Virgin Islands. 

Data Source: Center for Disease Control (CDC 
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ZIKA IN FLORIDA – MID APRIL 

The Zika Virus 
continues to Spread 
in Florida, and Miami 
is currently the epi-
center for locally 
acquired cases.  
 
 

Data source: Florida  Dept. of Health, Miami Herald  
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ZIKA IN FLORIDA – MID DECEMBER 

The Zika Virus 
continues to Spread 
in Florida, and Miami 
is currently the epi-
center for locally 
acquired cases.  
 
 

Data source: Florida  Dept. of Health, Miami Herald  
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BIRTHS: ON HOLD DUE TO ZIKA? 

According to our 
survey results 4% 
of respondents 
indicated they 
have delayed 
pregnancy due to 
concerns over 
Zika 

Data source: 2016 Hedgeye Maternity Survey 

On Hold Due to Zika 
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ZIKA: QUANTIFYING THE IMPACT 

The potential 
impact to births 
stemming from 
Zika concerns is 
not 
inconsequential at 
almost 16%.  

Data source: 2016 Hedgeye Maternity Survey 
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ZIKA IN THE NEWS 

Data Source: National Public Radio, Wall Street Journal 

November 
28, 2016 

December 
14, 2016 

January 5, 
2017 
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ZIKA CONTROL METHODS ARE ENTERING A BEAR MARKET 

Data Source: Wall Street Journal 
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ZIKA: NEW RISKS TO ADULTS ?? 

Early research 
suggest Zika may 
act on progenitor 
cells responsible 
for maintaining 
neuroplasticity in 
adults.   
 
The loss of these 
cells could 
increase risk of 
diseases like 
dementia and 
Alzheimers   

Data source: Rockefeller University, La Jolla Institute   
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ZIKA: NEW RISKS TO BABIES/CHILDREN ?? 
Recent research 
suggests that Zika may 
cause a wider range of 
congenital problems than 
previously suspected, 
with some that may not 
manifest until well after a 
child is born. 
 
These findings provide 
evidence that among 
infants with prenatal 
exposure to Zika virus, 
the absence of 
microcephaly at birth 
does not exclude 
congenital Zika virus 
infection or the presence 
of Zika-related brain and 
other abnormalities. 

 

Data Source: Center for Disease Control, NPR, https://www.cdc.gov/mmwr/volumes/65/wr/mm6547e2.htm 

Figure A: Newborn patient with no discernable anomalies (craniofacial disproportion) 
Figure B: Same infant at age 11 months with head circumference of almost 3 standard 
deviations below the mean, but no apparent craniofacial anomalies. 
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NATIONAL BIRTH TRENDS = ↓ 

Birth Rates 
declined -4%  
year-over-year in 
November, 
continuing the 
negative trend in 
place since mid-
2015. 
 
 

Data Source: Hedgeye Maternity Tracker 
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BIRTH TRENDS BY REGION 

In the Southern 
and Midwestern 
census regions, 
maternity rates 
declined faster 
Y/Y than the 
national average 
in November. The 
Northeastern and 
Western regions 
also preformed 
negatively Y/Y, but 
faired better than 
the national 
average. 
 

Data Source: Hedgeye Maternity Tracker 
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EXISTING HOME SALES IN THE SOUTHWEST REGION 

The bulk of 
existing homes 
sold in the US is 
concentrated in 
the South, which 
also happens to 
the region most 
vulnerable to 
mosquito-born 
illnesses like Zika. 

Data source: Bloomberg, NAR, Hedgeye 
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NEW HOME SALES IN THE SOUTHWEST REGION 

New Home Sales 
are even more 
acutely sensitive 
to the South, 
where that one 
region accounts 
for roughly half of 
all new homes 
sold. 
 

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

WHICH BUILDERS COULD BE IMPACTED BY ZIKA? 

BUILDER EXPOSURE: FLORIDA BUILDER EXPOSURE: TEXAS 

Data source: Bloomberg, Hedgeye 

Company     Texas
LGIH 54.0%

TMHC 35.0%

MTH 32.1%

KBH 32.0%

HOV 30.3%

DHI 26.8%

BZH 24.9%

LEN 19.2%

PHM 18.9%

CAA 18.9%

MHO 17.7%

CCS 12.6%

TPH 11.5%

TOL 10.1%

NVR 0.0%

MDC 0.0%

WCIC* 0.0%

WLH 0.0%

AVHI 0.0%

*WCIC was Acquired by Lennar (LEN) in September 2016

** Market Exposure is calculated as a percentage of 2015 Home Closings

Company     Florida
WCIC* 93.1%

AVHI 60.4%

LEN 27.8%

TMHC 25.3%

MHO 17.8%

DHI 16.2%

PHM 15.6%

CAA 14.6%

KBH 12.8%

BZH 12.2%

MTH 11.2%

TOL 9.2%

LGIH 8.5%

HOV 8.4%

MDC 7.4%

NVR 3.5%

TPH 0.0%

CCS 0.0%

WLH 0.0%

*WCIC was Acquired by Lennar (LEN) in September 2016

** Market Exposure is calculated as a percentage of 2015 Home Closings
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SEASONALITY 
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ALL BETS ARE OFF 

Here’s how the 
seasonality looks on a 
quarterly basis. It’s pretty 
clear which quarters 
generate positive P&L 
and which don’t.  
 
However, it hasn’t 
worked of late. Notice the 
discrepancy in 2016 
quarterly performance 
trends relative to the 
prior 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 



118  © Hedgeye Risk Management LLC. All Rights Reserved. 

THEMATIC INVESTMENT CONCLUSIONS 
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4 FOR 4 IN 2016 
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SECTOR PERFORMANCE RANKING  2016 HOUSING ↓ 
Negative absolute 
and relative returns 
have characterized 
performance across 
the primary housing  
proxies (XHB, ITB, 
S15 Home Index) in 
2016. 
 
4Q16: 3 of 3 Industry 
proxies have 
negative returns and 
all 3 have 
underperformed. 
 
 

Data Source:  Bloomberg, Hedgeye 
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SUBSECTOR PERFORMANCE: BROAD UNDERPERFORMANCE 

5 of the 7 primary 
Housing subsectors 
underperformed in 
both 4Q16 and FY16.   
 
Mortgage Insurers 
were the notable 
outperformer in 2H 
alongside the rise in 
interest rates.  

Data Source:  Bloomberg, Hedgeye 
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THEMATIC INVESTMENT CONCLUSIONS 

TITLE INSURERS  SHORT IDEA 

The mortgage insurers are the most positively exposed to rising rates because it brings about increased 
persistency in their portfolios. Also, rising rates are positively correlated with good credit performance. 
 ESNT, RDN, MTG 
 
 

MORTGAGE INSURERS  LONG IDEA 

The title insurers are the worst performing subsector in the entire Financials/Housing complex when rates are 
rising. Rising rates, in addition to suppressing refi activity, also weigh on affordability, i.e. home prices. 
STC, FAF, FNF  
 

HOMEBUILDERS  SHORT IDEA 
The builders have historically been very negatively correlated to rates from an equity price performance 
standpoint. We also see little incremental fundamental momentum arising from the new administration. The core 
businesses, meanwhile, remain under pressure from tight lot supply and skilled labor shortages.  
TOL, NVR, BZH, KBH, MTH, CAA, DHI, HOV, PHM, LEN, MDC 
 

1 

2 

3 
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10YR TREASURY YIELD HISTORICAL PERFORMANCE IN ELECTION YEARS 

Unlike equity 
performance, rates 
seem to have a more 
consistent trend 
following the 
inauguration. In 4 of the 
6 periods for which we 
have data, rates rose 
notably in the 1Mo, 3Mo, 
6Mo and 12Mo periods 
following the 
inauguration. The 
exceptions were 1992 
and 2000 – both 
periods of economic 
slowdown marked by 
easing. 
 
We think this is an 
important takeaway for 
investors considering 
the path over the 
coming year. 

Data Source: Bloomberg, 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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POST-ELECTION PERFORMANCE SNAPSHOT 

For the most part, 
the Housing 
Complex has 
performed as one 
would expect given 
their respective 
sensitivities to rates. 
5 of the 8 Housing 
subsectors were 
among the bottom 
third of performance.  

Data Source:  Factset, Hedgeye Estimates 
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TEASING OUT PREDICTED VS ACTUAL PERFORMANCE 

This chart shows the 
correlation to rates 
on the x-axis and the 
post-election price 
performance on the 
y-axis. Groups 
trading to the left of 
the zero line are 
those negatively 
exposed to rates, 
and vice versa. 
Groups trading 
above the 
regression line are 
overbought while 
those below are 
underbought. 

Data Source:  Factset, Hedgeye Estimates 
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INDIVIDUAL STOCKS ACROSS THE HOUSING COMPLEX 

In the same vein as 
the last chart, this 
chart shows 
correlation (x-axis) 
and post-election 
performance (y-axis) 
for the 45 housing 
stocks we track. 
 
Again, those above 
the regression line 
are overvalued and 
those below 
undervalued on this 
1-factor rate-based 
model. 

Data Source:  Hedgeye Estimates 
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A RATE CASE STUDY: 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. 

Data Source:  Factset, Hedgeye Calculations 



129  © Hedgeye Risk Management LLC. All Rights Reserved. 

A RATE CASE STUDY: 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. 

Data Source:  Factset, Hedgeye Calculations 
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A RATE CASE STUDY: TITLE INSURANCE 

Title insurers also 
underperform amid rising 
rates, but like building 
products companies they 
do so in a non-linear, low-
RSQ way.  

Data Source:  Factset, Hedgeye Calculations 
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A RATE CASE STUDY: HOME CENTERS 

Home improvement chains 
also tend to perform 
respectably during higher 
rate periods. 

Data Source:  Factset, Hedgeye Calculations 
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A RATE CASE STUDY: 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. 

Data Source:  Factset, Hedgeye Calculations 
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