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THE SNAPSHOT 
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HOUSING VS OTHER SECTORS THUS FAR THIS YEAR 

Data Source:  Bloomberg *Prices as of 5/18/17 
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2017 YTD HOUSING CATEGORY RETURNS 

Data Source:  Bloomberg *Prices as of 5/18/17 
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PURCHASE APPLICATIONS:  ACCELERATING 

May volumes are up 
7.5% Y/Y – the 
fastest rate of 
growth so far this 
year. 
 

Data Source: Bloomberg, MBA 
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EXISTING HOME SALES  STILL BELOW PEAK 

Existing Home Sales 
reached a new cycle 
high in March, 
coming in at 5.71mn 
(SAAR) home sales. 
 
Though this 
represents the 
highest level in 10 
years, we are still 
roughly 27% below 
the prior cycle peak, 
where 7.25mn 
(SAAR) homes were 
sold (September 
2005).  

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

EXISTING HOME INVENTORY:  | TIGHT | 

MONTHS SUPPLY 
At 3.85 months, March inventory is currently the tightest on 
record. 

UNIT SUPPLY 
Inventory levels, meanwhile, continue to contract, posting the 
24th consecutive month of Y/Y decline. 

Data Source: NAR, Bloomberg 
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SF STARTS & PERMITS: SOLDIERING ON 

Single Family 
construction activity 
continued to ramp 
up through the first 
quarter. 
 
1Q 2017 vs 1Q 2016 
 
SF Starts: +6% Y/Y 
 
SF Permits: +13% Y/Y 

Data Source: Bloomberg, Census Bureau 
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MULTI-FAMILY: THE PARTY’S OVER 

The trend in Multi-
Family construction 
activity has been 
essentially flat over 
the course of the 
past year. 
 
 

Data Source: Bloomberg, Census Bureau 
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HOUSING STARTS STILL HAVE SIGNIFICANT UPSIDE 

Looking back across 
the last ~45 years, 
the upside/downside 
ratio for housing 
starts is currently 
+71%/-29%. 

Data Source: Bloomberg, NBER, Census Bureau, HRM 
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HOME PRICES ARE ACCELERATING 

 
 
 

Data Source: Case-Shiller, Bloomberg 

The heretofore 
home price tug-o-
war between flat 
demand and tight 
supply appears to 
finally be breaking 
in the direction of 
tight supply, i.e. 
home prices are 
accelerating. 
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HOUSING CONFIDENCE = ELEVATED 
Home Purchase 
sentiment in the 
Fannie Mae HPSI 
rebound in April, 
after declining -3.8 
points in March. 

Data Source: Fannie Mae 
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BUILDER CONFIDENCE = 12Y HIGHS 

 
 
 

Data Source: NAHB, Bloomberg 

NAHB Builder 
Confidence 
Surveys (HMI) 
increased +2 points 
sequentially in May.  
 
The latest reading 
is just 1 point below 
the new cycle high 
recorded in March.  
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AFFORDABILITY DYNAMICS: MORTGAGE VS RENT 

The average ratio of 
median mortgage 
payment to median 
rental payment has 
been 133% from 
1988-Present. The 
current level of 10 
% implies home 
price upside of 27% 
from a mean 
reversion 
standpoint. 

Data Source: Census Bureau, Case-Shiller, Freddie Mac 
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AFFORDABILITY DYNAMICS: MORTGAGE VS INCOME 

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 band 
signals very late 
cycle & a coming 
correction/crash. 

Data Source: Census Bureau, Case-Shiller, Freddie Mac 
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MORTGAGE CREDIT AVAILABILITY: MCAI 

The Mortgage 
Bankers Association 
MCAI (Mortgage 
Credit Availability 
Index) allows for the 
comparison of 
mortgage access 
over time. The series 
has been trending 
steadily higher since 
late-2012. 

Data Source: MBA  
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MORTGAGE CREDIT AVAILABILITY: MCAI 

That said, the MCAI 
still has a LONG way 
to go before it 
renormalizes. 

Data Source: MBA 
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HOUSING TURNOVER  QUANTIFYING THE LONG BALL 

Mapping SF EHS as 
a function of Total 
Households, we find 
that the current 
cycle remains nearer 
the bottom of the 
range. Assuming no 
additional 
Household growth, 
an increase to +1 
Standard Deviation 
would produce an 
increase of 27% in 
EHS while a +2 
Sigma move would 
yield a 46% increase 
in unit volume. 

Data Source: Census Bureau, NAR 
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12 MILLION CREDIT SCORES SET TO RISE 

Data Source: FICO, LexisNexis Risk Solutions, Wall Street Journal 



21  © Hedgeye Risk Management LLC. All Rights Reserved. 

VANTAGESCORE POTENTIAL  

 
 
 

Data Source: VantageScore 

VantageScore GSE 
adoption is another 
deep threat as it 
would add ~35mn 
more potential 
borrowers to the 
population of credit-
eligible people by 
using nontraditional 
scoring methods 
such as utility bills, 
cell phone bills and 
rental payment 
history. 
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IN THE LONG RUN, WHAT MATTERS MOST IS LABOR 

 
 
 

Data Source: BLS, NAR 

We think this chart 
demonstrates 
pretty clearly that 
EHS fall only in 
periods of 
significant labor 
market 
deterioration. 
Interestingly, 
sometimes the 
housing market 
soldiers right 
through mild 
recessions, barely 
skipping a beat (i.e. 
the 1970s & the 
early 2000s). 
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SUPPLY ↓, PRICE ↑ 

 
 
 

Data Source: Case-Shiller, NAR 

We’ve previously 
analyzed the 
forward predictive 
power of inventory 
levels on NTM 
home prices. When 
inventory levels fall 
in the bottom 
decile of the 
historical range, as 
they are now, home 
prices have tended 
to rise at double 
digit rates or 
roughly double the 
current 5-6%. 
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THE DEMAND WAVE 

Knowing that the 
median first time 
buyer age is 32/33 is 
critical because it 
allows us to look at 
the coming 
demographic wave. 
This chart shows the 
size of the current 
32/33 YOA cohort – 
roughly 4.3-4.4 
million. The 26/27 
YOA cohort is 4.8 
million by 
comparison. 2020-
2022 will see an 
extraordinary 
housing bull market. 

Data Source: Census Bureau, Zillow, NAR 
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LUX SPENDING: THE BIG BOUNCE 

After collapsing for 2 
years into mid-2016 
alongside stagnant 
asset price growth, 
high ticket 
discretionary 
consumption has 
begun to re-
accelerate on a 
short lag to 
resurgent equity 
price reflation.  

Data Source: Bloomberg, BEA 
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TOTAL HIGH END TRANSACTION VOLUME: ACCELERATING  

Transaction 
volume in the 
greater than 
$2.5mn category 
realized an 
increase of +10% 
Y/Y in the first 
quarter.  

 Data Source: Company Documents, SEC Filings, Transcripts 
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EHS EASTER DISTORTION: APRIL ↓, MAY ↑ 

When Easter falls in 
April, housing 
demand has 
historically been 
pulled forward into 
March. This results 
in a consistent 
pattern of 
subsequent 
weakness in April 
followed by rebound 
strength in May. 

Data Source: Census Bureau 
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PHS = SAME DISTORTION 

We expect that this 
will cause the April 
prints to be 
generally soft on a 
sequential and Y/Y 
basis. 
 

Data Source: Census Bureau 
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HEADING INTO THE HEADWIND SEASON 

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 
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BUILDER SEASONALITY (20 YEARS) 

Incidentally, the 
last 20 years of 
housing data show 
similar seasonal 
patterns. 

Data source: Bloomberg 



31  © Hedgeye Risk Management LLC. All Rights Reserved. 

HOUSEHOLD FORMATION: ROC SLOWING 
410,283 more households 
were formed in April 2017 
than in April 2016. 
 
Total Household Formation 
growth slowed to +0.56% 
YoY or approximately +714K 
households in 1Q17, 
according to the CPS 
microdata.   
 
Broadly, this represents a 
13th month of slowdown off 
the 1.56M pace recorded in 
Mar/April of last year and 
the slowest pace of growth 
– both absolutely and rate-
of-change – since 2010.   

Data Source: Census Bureau Current Population Survey 
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