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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye Risk Management is not 
a broker dealer and does not provide investment advice for individuals. This research does not constitute an offer to sell, or a solicitation of 
an offer to buy any security. This research is presented without regard to individual investment preferences or risk parameters; it is general 
information and does not constitute specific investment advice.  This presentation is based on information from sources believed to be 
reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or omissions of information.  The opinions and conclusions 
contained in this report are those of Hedgeye Risk Management, and are intended solely for the use of Hedgeye Risk Management’s 
clients and subscribers.  In reaching these opinions and conclusions, Hedgeye Risk Management and its employees have relied upon 
research conducted by Hedgeye Risk Management’s employees, which is based upon sources considered credible and reliable within the 
industry.  Hedgeye Risk Management is not responsible for the validity or authenticity of the information upon which it has relied.  
 
TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents are prohibited.  For 
more details please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use at www.hedgeye.com 
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HOUSING INTRODUCTION  
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HOUSING – THE PICTURE   
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THE BIG PICTURE – LONGER TERM SETUP 

Existing 
Home sales 
have risen by 
~1mn off the 
cycle lows, 
but remain 
slightly below 
prior cycle 
highs. 
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THE BIG PICTURE – LONGER TERM SETUP 

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.  
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THE BIG PICTURE – LONGER TERM SETUP 

Asymmetry 
remains 
favorable in 
the new 
home market 
with roughly 
60% upside 
to prior cycle 
peaks vs 
~30% 
downside to 
prior cycle 
troughs. 
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THE BIG PICTURE – LONGER TERM SETUP 

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.  
 



 © Hedgeye Risk Management LLC. All Rights Reserved. 9 

THE BIG PICTURE – LONGER TERM SETUP 

Household 
formation 
remains solid, 
though it has 
cooled off in 
the most 
recent month. 
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THE BIG PICTURE – LONGER TERM SETUP 

Affordability 
remains 
compelling in 
the longer-
term setup. 
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HOUSING - ZOOMING IN 
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PERFORMANCE  

Housing has 
been among 
the best 
performing 
subsectors 
since the start 
of the year, 
following a 
2016 in which 
it was among 
the worst. 
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MAGNIFYING – THE INTERMEDIATE TERM 

Seasonality is 
a powerful 
factor in 
housing 
investing. 
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MAGNIFYING – THE INTERMEDIATE TERM 

New Home 
sales have 
slowed 
sharply in 
recent 
months. 
 
 
 
 
 
 



 © Hedgeye Risk Management LLC. All Rights Reserved. 15 

MAGNIFYING – THE INTERMEDIATE TERM 

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. 
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MAGNIFYING – THE INTERMEDIATE TERM 

Gravity 
appears 
inevitable for 
Existing 
Home sales 
based on the 
recent trends 
in signed 
contract 
activity. 
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MAGNIFYING – THE INTERMEDIATE TERM 

Supply is the 
culprit for 
weakening 
volume data 
with units 
supply at all 
time lows. 
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MAGNIFYING – THE INTERMEDIATE TERM 

Similarly, 
months 
supply is now 
at the lowest 
levels on 
record. 
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MAGNIFYING – THE INTERMEDIATE TERM 

Historically, 
when supply 
has been this 
tight, HPI has 
run at/near 
double digits. 
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MAGNIFYING – THE INTERMEDIATE TERM 

And we’re 
starting to 
see that 
reflected in 
pricing 
trends. 
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MAGNIFYING – THE INTERMEDIATE TERM 

Meanwhile, 
the 
heavyweight 
cities are 
beginning to 
re-accelerate. 
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MAGNIFYING – THE INTERMEDIATE TERM 

The high end 
appears to be 
inflecting.  
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THE FULCRUM – INTEREST RATES 
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THE FULCRUM – INTEREST 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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THE FULCRUM – INTEREST RATES 

Mortgage 
rates have 
risen by ~60 
bps from mid-
last year. 
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THE FULCRUM – INTEREST RATES 

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. 
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THE FULCRUM – INTEREST RATES 

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. 
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THE FULCRUM – INTEREST RATES 

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.  
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THE FULCRUM – INTEREST RATES 

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. 
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THE FULCRUM – INTEREST RATES 

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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THE FULCRUM – INTEREST RATES 

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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