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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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PROCESS: SIMPLIFYING THE COMPLEX 
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CALL CHRONOLOGY 

Data source: Bloomberg 
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HOUSING- EMERGENT RISKS 

3Q16/4Q16 – A LOOK BACK & A LOOK AHEAD 
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 modestly decelerated in both the existing and new home markets. We expect 
volume and price trends to be similarly underwhelming through the balance of the year. 

THE HIGH END HANGOVER 
Luxury & High End real estate is struggling for a multitude of reasons. The supply of high end 
homes has been increasing steadily as demand has been waning, while pricing is beginning to 
weaken. The trend here looks set to continue and likely worsen. 

HEADACHES & HARBINGERS 
Crashing maternity rates, the sharpest slowdown in household formation in 5 years, Zika risks 
and the broad menagerie of rising rates, the election and global macro risks offer quite the 
alphabet soup for investors to risk manage. 
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A LOOK BACK & A LOOK AHEAD 
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2016: ABSOLUTE & RELATIVE LAGGARD 
 
 

Data source: Bloomberg 

Negative absolute 
and relative returns 
have characterized 
performance across 
the primary housing  
proxies (XHB, ITB, 
S15 Home Index) in 
2016. 
 
3Q16 & YTD: 2 of 3 
industry proxies had 
negative returns in 
3Q16 while all three 
have negative 
returns + relative 
underperformance 
YTD. 
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SUBSECTOR PERFORMANCE 

DATA SOURCE: BLOOMBERG 

 

 

Strong Performance from Building Products and MI in 3Q helped drive the only quarter of positive relative performance for the complex in 2016 
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STARTS: CONVERGENCE TO ZERO 
 
 

Data source: Census Bureau, Bloomberg 

Total Housing 
Starts have been 
dead flat over the 
TTM.  On a year-
over-year basis, 
growth was just 
+0.9% in August 
and has been zero 
or negative in 3 of 
the last 5 months.   
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

SF = STALLING, MF = NEGATIVE 

SINGLE-FAMILY 
Single Family Starts have now been flat to down for 10 
months.  SF Starts in August were negative Y/Y  
(-1.2%) for the first time since 1Q15 and the trend in permits 
suggests little near term upside.  

MULTI-FAMILY 
After averaging >20% annual growth in the preceding 5 
years, MF permit activity is down -11% YTD with negative 
growth in each of the last 7 months. 

Data source: Census Bureau, Bloomberg 
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STARTS: LONG-TERM CYCLE CONTEXT 
 
 

Data source: Census Bureau, Bloomberg., Hedgeye 

 
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 27% 
above avg trough levels 
and 76% below avg 
peak levels observed 
over the last 7-cycles.  
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PHS: CONVERGENCE TO ZERO 
 
 

Data source: NAR, Bloomberg 

Growth in Pending 
and Existing 
Home Sales has 
converged to zero 
and has been 
negative in 3 of 
the last 4 months.  
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

EXISTING MKT: SUPPLY STAGNATION 

MONTHS SUPPLY 
With inventory falling faster than sales in August, months 
supply fell to 4.59 months, marking the 9th consecutive 
month under 5-months supply and the 48th month below the 
conventional balanced market level of 6-months 

UNIT SUPPLY 
Unit supply growth held negative year-over-year for a 15th 
consecutive month in August and at -10.1% YoY marks the 
fastest pace of inventory decline since mid-2013.  

Data source: NAR, Bloomberg 
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EHS:  UNDERWHELMING, MONTH 18 
 
 

Data source: Bloomberg, NBER, NAR, Hedgeye  

Single and Total 
Existing Home sales 
have already mean-
reverted back above 
average levels of 
activity. The long-term 
average is 4.53 mn and 
the series was recently 
at 4.9 mn. Sales have 
remained range bound 
for the past 18 months.  
 
Any next leg higher in 
existing volumes will 
require some supply 
improvement and 
further strength in both 
trade-up and 1st time 
buyer demand.  
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NHS: 2H SHOULD SLOW 
 
 

Data source: Census Bureau, Bloomberg, Hedgeye 

Mean reversion upside 
and cumulative 
underperformance 
relative to EHS since 
2012 supported relative 
strength in NHS over 
the last year. 
 
 
Base effects should 
continue to support 
strong rates of change 
in NHS over the 
balance of the year and 
in Sept/Oct in particular, 
but sequentially the 
data should weaken. 

Easy 2H Comps 



HEDGEYE  17 ©2016 Hedgeye Risk Management. All Rights Reserved. ©2016 Hedgeye Risk Management. All Rights Reserved. 

NHS: EXPECT BIG MEAN REVERSION ↓ 
 
 

Data source: Census Bureau 

NHS is derived from the 
estimate of Starts/Permits 
and, historically, the ratio of 
NHS to SF Permits has 
averaged 72%.  In most 
instances a short-term 
dislocation and rise in the 
ratio is followed by  
negative revisions and 
mean reversion back to that 
historically consistent ratio.   
 
We saw just such an 
example in April when the 
Easter distortion inflated 
initial NHS estimates which 
were subsequently revised 
down by >12% over the next 
few months 
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NHS: A STUDY IN ST DISLOCATIONS 
 
 

In most instances a rise 
in the NHS to SF 
Permits ratio is followed 
by negative revisions 
and declines in 
reported sales in the 
subsequent month(s). 
 

Data source: Census Bureau 
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NHS: NTM SET TO WEAKEN 
 
 
The slope coefficient 
on the historical 
relationship between 
the ratio of NHS to SF 
permits and 
subsequent Sales 
Activity is  -9.1%.  
 
Given ratio’s of 93% 
and 83% in the last 2 
months, respectively, 
this implies an 
approximate -10% 
decline in NHS over the 
next 12 months.  

Data source: Census Bureau, Bloomberg 
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NHS: BACK TO BALANCED 
 
 

Data source: Census Bureau, Bloomberg, NBER, Hedgeye 

NHS (finally) 
recovered back to  
LT historical levels of 
activity in July, 
leaving the former 
asymmetry and easy 
mean reversion 
upside in the 
rearview.  
 
At 609K last, the 
upside/downside to 
average peak/trough 
levels is roughly 
balanced at 42% and 
36%, respectively.  
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IN SHORT: NHS ↑, EVERYTHING ELSE ↓  
 
 

Data source: Census Bureau, Bloomberg, NAR 

Housing’s growth 
“Wave” has crested 
and rolled earlier 
this year. 
 
Comp related 
distortions and likely 
overestimation in 
recent months are 
driving the rate-of-
change divergence 
in NHS.    

Sales vs Starts: Sever weather collapsed Starts activity in 1Q15 but had little effect on NHS.  
Starts activity was also distorted in May/June of 2015 ahead of impending tax exemption expiry 
in NY.  The collective comp distortion has amplified the RoC divergence between Sales & Starts.  
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HPI TUG O’ WAR: CASE FOR DOWNSIDE 
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. 

Data source: CoreLogic, NAR 
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HPI TUG O’ WAR: CASE FOR UPSIDE 
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. 

Data source: NAR, Case-Shiller 
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(SMALL) ADVANTAGE : FALLING DEMAND  
 
 

Data source: CoreLogic, Case-Shiller, FHFA, Bloomberg 

 
Falling demand 
has culled a 
modest advantage 
in the HPI tug of 
war as price 
growth has drifted 
lower since the 
start of the year.  
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A REMINDER ON THE MACRO  
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE CREDIT CYCLE IS PAST PEAK 
Access to Credit is Tightening: A net percentage of banks tightened C&I and CRE lending standards for the fourth quarter 
in a row in 3Q16. While the net percentages are still fairly low, it’s the trend inflection that matters. 

Data source: Bloomberg, Federal Reserve, Hedgeye 
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INDUSTRIAL ACTIVITY = ↓ 
WITH STRUCTURAL HEADWINDS TO RESIDENTIAL CONSTRUCTION COMING OUT OF THE GREAT 
RECESSION, RECENT DATA SHOWS THE SLOWEST PACE OF GROWTH IN NEARLY 5 YEARS  
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U.S. Non-Residential Construction Spending Y/Y% U.S. Residential Construction Spending Y/Y%

Data source: Census Bureau, Bloomberg 
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HEAVY TRUCK SALES: LATE-CYCLE COLLAPSE 
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Retail Sales of Heavy Weight Trucks (MM Units) 
U.S. Recession Retail Sales of Heavy Weight Trucks (MM Units)

Data source: FRED 
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NFP GROWTH: THE CONVERGENCE TO 0% 
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2.8% 

2.2% 

1Q15 = The Peak 
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past peak = 20 

Data source: Bloomberg, BEA, NBER, Hedgeye 
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THE LUXURY CYCLE HAS INFLECTED 
SPENDING ON LUXURY GOODS HAS BEEN TRENDING DOWN Y/Y SINCE MAY 2016. THIS IS VERY NEW AND REMINISCENT OF PREVIOUS 
#LATECYCLE SLOWDOWNS IN SPENDING BY HIGH-END CONSUMERS. 
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Data source: Bloomberg 
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HIGH END  ON ICE 
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SHORT THE RICH 
 
Shares of both Toll 
Brothers (TOL), a 
builder of luxury 
homes and Equity 
Residential (EQR), an 
Apartment REIT 
focused on higher 
end properties are 
both down YTD and 
underperforming the 
industry and market 
averages 

Data source: Factset, Hedgeye 
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BUILDER ASPS 
 
 

Data source: Zillow, Hedgeye 

Among the 
publicly traded 
builders, Toll leads 
the leaderboard 
on average selling 
prices. 
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SHORT THE RICH: LUXURY GOODS ↓ 
Spending on 
luxury goods has 
been trending 
down Y/Y since 
May 2016.  

Data source: Bloomberg, BEA, Hedgeye 
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SHORT THE RICH: LUXURY GOODS ↓ 
High Ticket 
discretionary 
consumption 
growth has 
decelerated for a 
2nd year in 2016 
and currently sits 
at its slowest pace 
of growth since 
2010.  

Data source: Bloomberg, BEA, Hedgeye 
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WEALTH EFFECT = PAST PEAK 

Data source: Bloomberg, BEA, Hedgeye 
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YOU ASK FOR (HOUSING) MIRACLES? I GIVE YOU THE FBI. 
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FINCEN EXPANDS CRACKDOWN  
This is the latest 
push to crackdown 
on money 
laundering in the 
ultra high end real 
estate markets.  
 
After 4 months of 
investigating 
Miami and New 
York City, FINCEN 
decided to expand 
their investigation 
to other high end 
markets. 

 According to FinCEN’s initial findings, “more than 25% of the 
transactions covered in the initial inquiry involved a beneficial owner 
who is also the subject of a suspicious activity report, which is an 
indication of possible criminal activity”.  - Hedgeye Note July 28,2016 

U.S. Expands Real-Estate Data Targeting Order  

U.S. to Expand Tracking of Home Purchases by 
Shell Companies 

Feds Expand Crackdown on Secret Real Estate 
Deals Beyond Miami, Manhattan 
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ILLEGALITY CONFIRMED: NET WIDENED 
The Treasury 
Department has 
expanded its 
crackdown to 
include parts of: 
New York, Florida, 
California, and 
Texas.  
 
The targeted cities 
are: New York City, 
Miami, Palm 
Beach, Los 
Angeles, San 
Francisco, and San 
Antonio. 

Data source: HousingWire, Hedgeye 



HEDGEYE  40 ©2016 Hedgeye Risk Management. All Rights Reserved. 

TREASURY DEPARTMENT CRACKDOWN 
Just under half of 
all purchases over 
$5mn are 
currently done 
through shell 
companies, where 
the ultimate buyer 
is never identified. 
 
Not surprisingly, 
this has become a 
haven for money 
launderers from 
around the globe. 

Data source: NY Times, Treasury Dept. 
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TREASURY DEPARTMENT CRACKDOWN 
In Los Angeles, 
51% of buyers are 
people hiding 
behind shell 
companies. In San 
Francisco, it’s 
48%. In Miami: 
37%. In 
Connecticut, it’s 
17% of buyers. 

Data source: NY Times, Treasury Dept. 
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TREASURY DEPARTMENT CRACKDOWN 
Nationally, 44% of 
foreign buyers 
purchasing 
properties over 
$5mn are doing 
so through shell 
company LLCs. 

Data source: NY Times, Treasury Dept. 
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ACTIVITY: REGIONALLY CONCENTRATED 
CA, FL, NY, TX 
and AZ remain the 
primary 
destinations for 
foreign capital 
flows into 
domestic real 
estate 

Data source: NAR, Hedgeye 
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WHO’S BUYING 
Florida sees most of 
its inflow from Latin 
America/Mexico, 
while California is 
primarily seeing 
money come from 
Asia. Arizona is the 
snowbird retreat for 
Canadians, while 
Texas is primarily 
driven by 
Mexico/Latin 
America. 

Data source: NAR, Hedgeye 
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CHINA INFLECTION 
For the first year on 
record, Chinese 
purchases of US real 
estate slowed Y/Y 
both on a dollar and 
units basis. 

Data source: NAR, Hedgeye 
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FOREIGN DEMAND = ↓ 
Slow growth and 
currency 
depreciation have 
already impacted 
foreign demand for 
domestic real estate.   
The impact of the 
Treasury Dept. 
crackdown should 
exacerbate the 
trend.  

Data source: NAR, Hedgeye 
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HOME SALES ↓ IN VANCOUVER  
There is a global 
trend occurring 
here. Y/Y growth in 
Monthly Existing 
Home Sales for the 
Greater Victoria 
area are down 
 -32.6% Y/Y 

Data source: TREB, CREB, GMREB, REBGV 
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AUSTRALIA: DEMAND TRENDS ↓ 
Home auctions 
were down an 
average of -20% 
Y/Y in Australia’s 
major cities.  

Data source: CoreLogic RP Data 
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HIGH END  ON FIRE 
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THE HIGH END IN THE NEWS 

As international billionaires get nervous, sales in 
L.A.'s ultra-luxury housing market slow 

Home Prices in the Bay Area Push Builders, 
Buyers to More Distant Suburbs 

There Are All Kinds of Signs of a High-End 
Real Estate Slowdown 

Manhattan's Luxury Real Estate Slowdown Is 
Spreading to Other Price Tiers 

California home sales come tumbling 
back down to earth 

The McMansion's day has 
come and gone 

Luxury homes are piling up in 
wealthy suburbs 
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WHAT IS THE HIGH END? 
 
 

Data source: Zillow, Hedgeye 

Based on recently 
sold Zillow data, 
these are the 
breakpoints for 
the top 1%, 5% and 
10% of the ten 
largest US 
markets. 
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HIGH END – THE TOP 20% 
Here’s a snapshot 
of the 20th 
percentile 
breakpoints for 
the 8 largest 
Case-Shiller 
defined major 
metro areas.   
 
Nationally, the top 
20% of real estate 
begins at ~$660K. 

Data source: Zillow, Hedgeye 
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HPI BY PRICE TIER  
The top tier for 
home prices has 
been 
appreciating at 
roughly half the 
rate of the 
bottom tier for 
the past ~3 
years.  
 
The low end of 
the market has 
been the primary 
driver of HPI 
improvement. 
 

Data source: Case-Shiller, Hedgeye 
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NYC HPI: SOMETHING IS GOING ON 
Home Price 
growth in NYC’s 
top tier has 
slowed 
conspicuously in 
recent months, 
decelerating a full 
-260bps in the last 
three months 
alone.  

Data source: Zillow, Hedgeye 
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SF: HIGH END HPI IN STEADY RETREAT 
2nd derivative HPI 
trends in San 
Francisco’s high 
end have 
worsened in 2016.  
Price growth has 
decelerated            
-830bps over the 
past year with HPI 
growth now at its 
slowest pace 
since housing’s 
recovery began in 
2012.  

Data source: Zillow, Hedgeye 
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MIAMI TOP TIER:  A SLOW BLEED 
While not as sharp 
as the slowdown’s 
observed in NYC 
and San Fran, 
Home Price 
Growth in Miami’s 
top tier continues 
its steady 
southward march 
to lower, multi-
year lows.  

Data source: Zillow, Hedgeye 
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HPI ↓: TOP TIER > BOTTOM TIER 
Price growth is 
slowing across 
tiers but the 
magnitude of 
slowdown at the 
high end is 
significantly 
greater in key 
markets.  

Data source: Zillow, Hedgeye 
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TOP TIER HPI: NEGATIVE DIVERGENCE 
The pace of price 
deceleration has 
quickened in 
recent months.  
The Y/Y rate of 
change in price 
growth has 
decelerated -
260bps and -
280bps in just 
three months in 
NY and San 
Francisco, 
respectively.  

Data source: Zillow, Hedgeye 
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PRICE CUTS = CYCLE HIGHS 
Nationally, price 
cut trends among 
top tier homes 
have recently 
surged. 

Data source: Zillow, Hedgeye 
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TOP TIER = NEGATIVE DIVERGENCE 
The percentage of 
listings seeing price 
cuts is rising across 
all price tiers but the 
trend in the top tier 
is showing a 
negative 
divergence. 
Price cuts in the Top 
Tier are at a cycle 
high on an absolute 
basis while the 
spread between the 
Top and 
Middle/Bottom Tiers 
continues to widen.  

Data source: Zillow, Hedgeye 
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LA & NY: PRICE CUTS ↑ 
The most recent 
pop in price cuts is 
notable but the 
rising trend has 
been in place for a 
over a year now.  

Data source: Zillow, Hedgeye 
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SAN FRAN & RIVERSIDE: PRICE CUTS ↑ 
The percentage of 
listings seeing 
price cuts in San 
Francisco has 
gone vertical over 
the last couple 
quarters and 
made a new cycle 
high in August.  

Data source: Zillow, Hedgeye 
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SF AND SAN JOSE: PRICE CUTS ↑ 
The price cut 
trend across the 
bay area and hot 
bed CA markets 
continues to 
accelerate. 

Data source: Zillow, Hedgeye 
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MIAMI & ATLANTA: PRICE CUTS ↑ 
The % of listings 
seeing price cuts 
in Miami and 
Atlanta has risen 
since inflecting in 
mid-2013.  The 
trend has 
accelerated 
notably in 2016.  

Data source: Zillow, Hedgeye 
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HOUSTON & DALLAS: PRICE CUTS ↑ 
Price cut trends in 
Texas have shown 
significant 
acceleration over 
the last year and 
sit at or near the 
cycle highs as of 
the latest data.  

Data source: Zillow, Hedgeye 
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OMAHA: PRICE CUTS ↑ 
Price cut trends 
San Antonio and 
Omaha continuing 
to deteriorate with 
both currently 
sitting at cycles 
highs. 

Data source: Zillow, Hedgeye 
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CHICAGO & DETROIT: PRICE CUTS ↑ 
Same story in the 
Midwest. Chicago 
and Detroit – the 
percentage of 
listings seeing 
price cuts 
continues to trend 
higher and has 
broken to new 
highs in recent 
months.  

Data source: Zillow, Hedgeye 
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INVENTORY BY PRICE TIER 
Inventory growth 
remains negative 
year-over-year 
across price tiers.   
The supply trend in 
the top tier, however, 
has inflected and is 
improving relative to 
the trend in the 
middle/bottom tiers.   
 
The national trend is 
also belied by 
starker trends in 
many high profile, 
high end markets.   

Data source: Zillow, Hedgeye 
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SAN FRAN: TOP TIER DIVERGENCE 
For example, in 
San Francisco, 
inventory growth 
in the Top Tier 
both is positive 
and growing at 
rising premium to 
growth in the 
middle/bottom 
tiers.  

Data source: Zillow, Hedgeye 
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NEW CANAAN: MONTHS SUPPLY 
Inventory in New 
Canaan continues 
on an upward 
trend.  Months 
supply hit 20 
months in the third 
quarter and is now 
up +26% YoY. 

Data source: MLS, Hedgeye 

+26% 
Y/Y 
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DARIEN: MONTHS SUPPLY 
Months Supply of 
inventory in 
Darien was up 
>54% YoY in the 
last two quarters.  

Data source: MLS, Hedgeye 
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GREENWICH: SUPPLY MELT UP!  
Yes, units on the 
vertical axis is 
months supply! 
 
Months Supply of 
inventory is up 
significantly for 
price points >$3M 
and currently sits 
at a 48 and 128 
months in the $5-
10M and >$10M 
price tiers, 
respectively.  

Data source: MLS, Hedgeye 
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GOTHAM 
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HISTORIC MEDIAN HOME PRICES 
 
 

Data source: Zillow, Hedgeye 

Manhattan and 
Brooklyn were 
largely insensitive 
to the housing 
slowdown while 
Fairfield, Bergen 
and the Bronx 
underperformed 
the national 
average.  
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$1.5 TRILLION IN GDP 
 
 

Data source: BEA, HowMuch.net 

The New York 
metro is the 
largest GDP in the 
US. This MSA 
accounts for 
almost 10% of the 
total GDP by 
metro area in the 
US.  
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7% OF TOTAL US POPULATION 
 
 

Data source: Census Bureau, City Data 

Census: 
2010- 23,076,664 
2015-  23,723,696 
 
The New York 
Metro Area 
accounts for 
approximately 7% 
of the US 
population. 
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HPI = SLOWING 
 
 

Data source: Bloomberg, Case-Shiller, Hedgeye 

New York carries 
the highest weight 
in the Case-Shiller 
20-city index at 
19.4%.  MoM 
growth has been 
negative in each 
of the last 3 
months and YoY 
growth has been 
slowing for the 
past 8 months 
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NY: MOM =↓, YOY = SLOWING 
 
 

Data source: Bloomberg, Case-Shiller, Hedgeye 

 
MoM growth has 
been negative in 
each of the last 3 
months and YoY 
growth has been 
slowing for the 
past 8 months 
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CASE SHILLER: HPI EVOLUTION 
 
 

Data source: Bloomberg, Case-Shiller, Hedgeye 

The index 
heavyweights in the 
Case-Shiller index 
dominate the trend 
and they are 
currently slowing. 
New York, LA, and 
San Fran alone 
represent a 
collective 43% 
weighting in the 
index and each has 
slowed notably over 
the last 6 months.  
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MANHATTAN: VOLUME ↓ 
Resale Volume in 
Manhattan 
showed a notable 
decline in 3Q16, 
dropping -19% YoY 
 

Data source: Miller Samuel, Douglas Elliman, Bloomberg 

-19% 
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MANHATTAN: SUPPLY ↑ 
Apartment 
Inventory 
continues to build.  
Resale inventory 
increased +8% YoY 
in 3Q16 and is up 
~40% since 2013.  

Data source: Miller Samuel, Douglas Elliman, Bloomberg 

+8.2% 
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MANHATTAN: MONTHS SUPPLY ↑ 
Lower demand 
and rising supply 
has driven a 32% 
YoY increase in 
month supply 
which currently 
sits at a multi-year 
high of 5.3 
months.  
 

Data source: Miller Samuel, Douglas Elliman, Bloomberg 

+32% 
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MANHATTAN HIGH END: PRICE CUTS ↑  
In Manhattan, the 
high end, or the 
Top 20% of 
apartments/ 
homes currently 
fall in the range of 
$2.7M and above. 
Since Q1 2016, 
many of the 
listings in this 
price tier have 
experienced 
significant price 
cuts.  

Data source: Bloomberg, Street Easy, Zillow 

5% 

3.5% 
3.5% 
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MANHATTAN HIGH END 
Meanwhile 
luxury real estate 
in Manhattan in 
the $1.2M-$2.7M 
range, or the 
next 20%, have 
experienced a 
rapid increase in 
the number of 
significant price 
cuts in order find 
a buyer. 

Data source: Bloomberg, Street Easy, Zillow 

6% 

3.75% 

4.5% 
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INVENTORY: IMPENDING OVERSUPPLY 
Pipeline supply  
will continue to 
grow at a premium 
to demand, driving 
excess supply 
higher.  Years 
supply should 
continue to move 
higher through 
2017.  

Data source: Miller Samuel, Real Deal, Hedgeye 
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NY & LA: PRICE CUTS = CYCLE HIGHS 
Reminder …. The 
percent of listings 
in NY and LA 
seeing price cuts 
has been trending 
higher and has 
popped to new 
cycle highs in 
recent months 

Data source: Zillow, Hedgeye 
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PRICE CUTS  HPI DECELERATION 
Historically the 
YoY change in the 
% of listings 
seeing price cuts 
leads rate of 
change in home 
prices by a year.   
 
 

Data source: Zillow, Case-Shiller, Hedgeye 
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HISTORIC PRICE TO RENT RATIO 
 
 

Data source: The Economist, Zillow, Hedgeye 

Price to Rent 
ratios in the New 
York Metro are 
currently below 
the long term 
average.  
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FINANCE AS A SHARE OF GDP 
 
 

Data source: Harvard Business School 

Revenues from 
the Financial 
Services and 
Securities 
Industries account 
for 7% of the US 
GDP. 
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FINANCE AS A SHARE OF PROFITS 
 
 

Data source: The Atlantic/ The University of Connecticut 

Financial Industry 
profits account for 
approximately 
27% of all 
Domestic 
Business Profits.  
 
This is up form 11% 
in the early 1980’s 
but down from the 
peak over 27% 
recorded at the 
turn of the century.  
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THE RISE OF FINANCE & INEQUALITY 
 
 

Data source: Philippon, Piketty and Saez, Tax Foundation 

The 
financialization of 
the economy has 
been supported 
by the decline in 
marginal tax rates 
and the 35 year 
interest rate cycle.   
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NATIONAL EMPLOYMENT TRENDS 
 
 

Data source: BLS, Hedgeye 

New York 
employment 
continues to grow 
a tick above the 
National average 
in rate of change 
terms, but NY 
employment is 
growing slower 
than other major 
hubs.  
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NEW YORK METRO EMPLOYMENT 
 
 

Data source: BLS, Hedgeye 

Leisure and 
Hospitality 
employment has 
outpaced the rest 
of New York 
industries.  
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FINANCE JOBS: THE 800 LB GORILLA 
 
 

Data source: New York Dept. of Labor, Hedgeye 

The Financial 
Services and 
Insurance industry 
only account for 
8% of total 
employment. 
However, this 
sector accounts 
for 37% of total 
wages.  
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AND THE REAL BREADWINNER IS… 

Data source: New York Dept. of Labor, Hedgeye 
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FINANCE: GOTHAM’S AGING KING 
 
 

Data source: New York State  Dept. of Labor, Hedgeye 

Note the inflection 
that occurred post 
the Great 
Recession. 
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MEANWHILE, THE MARKET’S VALUATION IS STRETCHED 

It’s worth mentioning 
that on a CAPE Ratio 
(Shiller P/E) basis, the 
market is at 26.9x and is 
trading above valuation 
levels seen 95% of the 
time over the last 135 
years. 
 
AQR has analyzed the 
prospective market 
returns in the decade 
following various levels 
of CAPE valuation and 
has found that when the 
market is in the 10th 
decile, as it is today, the 
expected forward real 
return is just 0.5% per 
year for the next 
decade. 

Data Source: AQR, multipl.com/shiller-pe  
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Declining Birth Rates: Where’s Baby? 
Data source: UN Population Division 
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US BIRTH TRENDS = ↓ 
 
 

Data source: Hedgeye Maternity Tracker 

Nationally, birth 
rates declined -
5.2% in August.  
 
With the exception 
of the Northeast 
Census region, 
the other three 
census regions 
saw a Y/Y Roc that 
was worse than 
the national 
average.   
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BIRTH RATES  BY REGION 
 
 

Data source: Hedgeye Maternity Tracker 

Nationally, birth 
rates declined -
5.2% in August.  
 
With the exception 
of the Northeast 
Census region, 
the other three 
census regions 
saw a Y/Y Roc that 
was worse than 
the national 
average with the 
South showing a 
notable slowdown   
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BIRTH RATES CONTINUED 

Data source: Hedgeye Maternity Tracker 

 
 
 
 
On a state level, 
birth rates are 
declining across 
the country. 
 
The data for New 
York (in Gray) 
represents the 
minority, as just  7 
of the contiguous 
United States 
exhibited a 
Positive Y/Y Roc 
in August.  
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HH FORMATION: MULTI YEAR LOW 
Less households 
have been formed 
in 2016, and the 
current YoY 
growth rate is far 
below both the 
2011-Present 
Average, and the 
Rolling 12 Month 
Average.  

Data source: Census Bureau, Hedgeye 
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HH FORMATION: MULTI-MONTH SLOWING 
Household 
formation trends 
have been 
slowing for the 
last 6 months with 
meaningful 
declines in July 
and August  

Data source: Census Bureau, Hedgeye 
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GROWTH AT MULTI-YEAR LOWS 
The current YoY 
growth rate is far 
below both the 
2011-Present 
Average, and the 
Rolling 12 Month 
Average.  

Data source: Census Bureau, Hedgeye 
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HEDGEYE MATERNITY  SURVEY 
Hedgeye 
conducted a 
survey of 5,000 
women between 
the ages of 18 and 
34  nationwide.  
 
Each participant 
was given six 
possible choices 
for the question: 
Are you planning 
to have children? 

Data source: 2016 Hedgeye Maternity Survey 
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MATERNITY SURVEY RESULT 

Data source: 2016 Hedgeye Maternity Survey 
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MATERNITY SURVEY RESULTS 

Data source: 2016 Hedgeye Maternity Survey 
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MATERNITY SURVEY RESULTS 

Data source: 2016 Hedgeye Maternity Survey 
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Zika 
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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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THE SPREAD OF THE ZIKA VIRUS 
The Zika Virus is 
not a new 
phenomenon, it 
was first detected 
in Uganda in 1947. 
 
In May 2015, the 
Virus first reached 
the Americas, with 
an outbreak being 
confirmed in Brazil. 
 
In January 2016, 
the first case was 
documented in the 
United States.  
 
 

Data source: Council on Foreign Relations 
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THE ZIKA VIRUS IN THE NEWS 

U.S. Funding for Fighting Zika Virus Is Nearly 
Spent, C.D.C. Says 

Where the Zika Virus Can Thrive and 
Take Its Toll in the United States 

Fla. Finds Zika virus in U.S. mosquito for first time 

FDA Recommends Universal 
Testing of US Blood Supply for 
Zika Virus 

Zika zone triples in Miami Beach after 
more cases found 

US study finds Zika virus in tears of 
mice  

CDC lifts travel ban as Miami neighborhood 
declared Zika Free 

We must protect pregnant women from 
the Zika Virus 

Data source: Hedgeye 
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ZIKE IN THE NEWS 
Search Trends 
peaked into the 
Olympics and 
have been flat to 
down 
subsequently.  

Data source: Google Trends, Hedgeye  

Google Trends: “Zika” 
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ZIKA IN THE UNITED STATES 

Data source: Center for Disease Control (CDC) 
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WHO’S MOST VULNERABLE? 
Though the Zika 
virus is present in 
49 states, Florida 
is the only state 
that has 
contracted locally 
acquired cases. 
 
 All 43 locally 
acquired cases in 
the U.S. have 
originated in the 
Sunshine State.  

Data source: WSJ, Census Bureau, University of Oxford, NOAA 
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MIAMI: THE FIRST BITE 

"The mosquitoes that transmit Zika are warm-weather mosquitoes... The warmer it is the 
faster they develop… Other key factors: Rain, travel to and from Zika-affected areas in the 
Caribbean and Latin America, and humans.” – Jorge Ray, Florida Medical Entomology Lab  
Data source: WSJ, NOAA, University of Oxford 
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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.  
 
However,  the 
flooding caused by 
the most recent 
hurricane could be 
a catalyst for the 
migration of Zika 
infected mosquitos 
to other areas.  

Data source: Florida Dept. of Health, Miami Herald  
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ZIKA IN FLORIDA – MID-OCTOBER 
The Zika Virus 
continues to 
Spread in Florida, 
and Miami is 
currently the epi-
center for locally 
acquired cases.  
 
However,  the 
flooding caused by 
the most recent 
hurricane could be 
a catalyst for the 
migration of Zika 
infected mosquitos 
to other areas.  

Data source: Florida Dept. of Health, Miami Herald  
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ZIKA: THE RISK 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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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 HURRICANE 
It’s worth noting 
that there is some 
concern that 
Hurrican Matthew 
may exacerbate 
the spread of Zika. 

Data source: The State (thestate.com) 
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THE STORK IS COMING, CALL OUR AGENT 
In 2015, the NAR 
conducted this 
survey and 
targeted it 
towards potential 
home buyers.  
 
15% of the 
surveyed 
population noted 
a baby on the way 
as their primary 
reason for 
purchasing a new 
home.  

Data source: NAR, Hedgeye 
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WHY DO PEOPLE SELL THEIR HOMES? 
In 2015, the NAR 
surveyed people 
selling their 
current homes.  
 
This particular 
survey has been 
completed 
annually since 
2005, and the 
results have been 
consistent with a 
standard deviation 
of +/- 2%. 

Data source: NAR, Hedgeye 
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APPENDIX 
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PERCEPTION & REALITY 
Like it or not, 
seasonality is a 
real consideration 
in this sector.      
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BUILDER SEASONALITY IS REAL 
Everyone knows 
that housing is 
seasonal, but not 
everyone 
realizes that the 
stocks are very 
seasonal as well. 

DATA SOURCE: BLOOMBERG, HRM 
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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, HRM 
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VOLATILITY SEASONALITY CONT’D 
This chart shows 
volatility of 
builder returns 
relative to the 
the underlying 
volatility of 
market returns. 

DATA SOURCE: BLOOMBERG, HRM 



HEDGEYE  130 ©2016 Hedgeye Risk Management. All Rights Reserved. 

SEASONALITY IN THE LAST FIVE YEARS 
The prior charts 
looked at 20 
years of 
seasonality 
trends, while this 
one looks at the 
last five years. 

DATA SOURCE: BLOOMBERG, HRM 
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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, HRM 
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ELECTION CYCLE 
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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. 
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RECESSION RISK 
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HOUSING IN RECESSIONS: LAST 50 YRS 

DATA SOURCE: BLOOMBERG 



HEDGEYE  139 ©2016 Hedgeye Risk Management. All Rights Reserved. 

HOUSING IN RECESSIONS: LAST 25 YRS 

DATA SOURCE: BLOOMBERG 
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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 
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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. 
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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 



HEDGEYE  154 ©2016 Hedgeye Risk Management. All Rights Reserved. 

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 



HEDGEYE  157 ©2016 Hedgeye Risk Management. All Rights Reserved. 

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 
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FOR MORE INFORMATION, CONTACT US AT: 

SALES@HEDGEYE.COM 
(203) 562-6500 
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