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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. Redistribution 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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PERFORMANCE:  FROM FIRST TO WORST

Data Source: Bloomberg
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INDUSTRY YTD PERFORMANCE: BROADLY NEGATIVE

Data Source: Bloomberg
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THE COMPENDIUM:  A BETTER/WORSE HEATMAP

Data Source: S&P, CoreLogic, FHFA, MBA, NAR, NAHB, Census Dept, Factset, Bloomberg
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FUNDAMENTAL REFRESH
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THE #PEAK

DATA SOURCE: BLOOMBERG
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TRAFFIC ... WEATHER DISTORTION OR ORGANIC DECELERATION?

Interestingly, the biggest 
anchor on the overall 
builder confidence 
number was in fact foot 
traffic for prospective 
buyers. Thematically, 
some buyers may be 
dissuaded by the rising 
price environment in the 
new home market; but 
more likely, the severe 
winter conditions drove 
potential buyers indoors 
instead of at open 
houses.

Data Source: NAHB, Bloomberg



10© Hedgeye Risk Management LLC. All Rights Reserved.

THE #PEAK

DATA SOURCE: BLOOMBERG
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PAST #PEAK?

DATA SOURCE: BLOOMBERG
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THE CREDIT BOX CONTINUES TO EXPAND

DATA SOURCE: BLOOMBERG, HOUSING WIRE
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THE HOMEOWNERSHIP RATE CONTINUES TO IMPROVE
U.S. homeownership 
rates appear to have 
troughed in 2016 and 
have now improved for 
6 consecutive quarters.  
Headship rates in the 
aggregate and across 
18-34YOA should 
begin to show similar 
improvement. 

Data Source: Census Bureau, Bloomberg
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OWNER GROWTH > RENTER GROWTH
Part and parcel of the 
acceleration in US 
homeownership rate 
growth extends from 
the transition in 
Household Formation 
from predominately 
renter household 
growth to owner 
household growth.  

The post GFC trend 
reversed in 1Q17 and 
has persisted over the 
past year with owner 
household growth 
outpacing that of 
renters.  

Data Source: Census Bureau, Bloomberg
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HOUSEHOLD FORMATION: AN ANOMALOUS 2017

Data Source: Census Bureau
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OUR SURVEY SIGNALED A POTENTIALLY MEANINGFUL IMPACT 

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

Data Source: 2016 Hedgeye Maternity Survey 
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FL & TX BIRTH TRENDS CORROBORATE

Data Source: Hedgeye Healthcare Maternity Tracker
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MATERNITY TRENDS ARE INFLECTING

Data Source: CDC, Hedgeye Healthcare Maternity Tracker
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THE DEMOGRAPHIC 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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AFFORDABILITY DYNAMICS: MORTGAGE VS RENT

The ratio of median 
mortgage payments to 
median rental payments 
has historically ranged 
between parity at the 
lows of the cycle, and at 
2 times that level at the 
highs.

Currently, the ratio sits at 
100%, implying that 
home prices could nearly 
double on a national 
basis before reaching 
prior cycle-peak levels.

DATA SOURCE:  CENSUS BUREAU, CASE-SHILLER, FREDDIE MAC
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AFFORDABILITY DYNAMICS: MORTGAGE VS INCOME

As a percent of median 
income, the upside to 
home prices from current 
levels is still significant in 
the context of past 
peaks. 

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 national 
income. 

The green quintile bands 
indicate early cycle and a 
go-forward tailwind for 
housing, while the red 
band signals very late 
cycle and an incoming 
correction/crash. 

As we can see, the 
formation of data over 
the past few months is 
still in the green. 

DATA SOURCE: CENSUS BUREAU, CASE SHILLER, FREDDIE MAC
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NEW CONSTRUCTION ACTIVITY HAS BEEN MIDDLING

Continued improvement 
in SF activity and 
continued trend 
deceleration in MF 
activity have conspired 
to constrain gain in Total 
Housing Starts

New construction 
remains the primary 
supplier of homes to the 
market, and given the 
exhausted supply in the 
existing market, 
construction is expected 
to remain strong for the 
foreseeable future.

Data Source: Bloomberg
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BUT SINGLE FAMILY STARTS CONTINUE TO IMPROVE

Gains in single-family 
construction have been 
moderate and choppy on 
a month-to-month basis 
but the larger trend of 
improvement remains 
clear.  

There remains significant 
upside (approx. +60%) to 
prior average peak levels 
of activity. 

Data Source: Bloomberg
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MULTI-FAMILY STILL IN RETREAT

After leading the 
construction recovery for 
years out of the GFC, MF 
activity has slowed 
significantly over the last 
two years with permit 
growth trending 
predominately negative 
over the last 18 months.

With an increase in 
finished supply coming 
online and the trough in 
vacancy rates now 
rearview, the trend in MF 

for a durable 
acceleration. 

Data Source: Bloomberg
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TOTAL STARTS  THE (+) LONG-TERM ASYMMETRY REMAINS  

Data Source: Bloomberg, NBER, Census Bureau, Hedgeye calculations
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RESI CONSTRUCTION  (STILL) BARELY ABOVE TROUGH

Data Source: Bloomberg,  Census Bureau, Hedgeye calculations
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NHS: THE STEP PATTERN OF ADVANCE REMAINS ONGOING

NHS gains have been 
choppy on a monthly basis 
but have shown a consistent 
stair-stepping pattern of 
improvement on a Trending 
basis. 

Weather and Interest rate 
concerns acted to drag on 
volumes in the latest month.   
A cleaner read of underlying 
trend should emerge as both 
of these factors resolve out 
of the data over the next 
couple months. 

Data Source: Bloomberg, Census Bureau
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Year-over-year sales 
growth has been 
negative in 6 of the last 8 
months and, in what 
remains one of the most 
underwhelming charts in 
domestic macro, has 
averaged -1.7% Y/Y over 
the TTM with the trend 
accelerating to the 
downside. 

Existing market sales 

sustainable growth mojo 
unless Millennial 
demand continues to 
percolate and supply 
conditions improve. 

Data Source: NAR, Bloomberg, Hedgeye
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WRITTEN CONTRACT ACTIVITY HAS PULLED BACK

The deceleration has 
been a newly emergent 
trend that began around 
November 2017, when 
existing home sales 
reached 11-year highs.

The latest February 
updated paints a bleak 
1Q18 picture

Data Source: Redfin Housing Demand Index
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EHS: DIVERGENCE & NEAR-TERM DOWNSIDE

Signed contract activity 
naturally leads closed 
transaction volume and 
prior divergences 
between PHS and EHS 
have resolved in favor of 
PHS. 

With the spread between 
PHS and EHS remain 
extended in February, 
the baseline expectation 
is for sequential 
downside in EHS over 
the next month(s).

Data Source: NAR, Bloomberg, Hedgeye
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SUPPLY REMAINS THE PROTAGONIST IN THE HOUSING STORY

Data Source: Bloomberg, NBER, Census Bureau, Hedgeye calculations
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NEGATIVE UNIT SUPPLY GROWTH, MONTH 33

Data Source: Bloomberg, NBER, Census Bureau, Hedgeye calculations
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EHS MONTHS-

Data Source: Bloomberg, NBER, Census Bureau, Hedgeye calculations
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LOW/MID TIER = SUPPLY SHORTAGES MOST ACUTE

Supply remains tight (& 
tightening), particularly 
across the bottom and 
middle tiers.  

Investor activity post-
GFC (which bought 
distressed inventory in 
the low/middle tiers), the 
lack of 
affordable/desirable 
trade-up inventory and 
negative equity positions 
continue drag on entry 
level supply. 

Data Source: Zillow
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DEMAND 

While the Case-Shiller 
National Series 
decelerated for the 1st

time in 19-months in 
January, the 20-city 
series, CoreLogic HPI 
and FHFA all continued 
to accelerate.  In fact, the 
FHFA HPI series 
breached 7% Y/Y to the 
upside for the first time 
this price cycle. 

Data Source: Bloomberg, CoreLogic
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HPI AT THE LOW END RUNNING AT A PREMIUM SPREAD

Unsurprisingly, price 
growth at the low end 
where supply shortages 
are most acute - is 
running at a sizeable 
premium to that in the 
middle and higher tiers. 

Data Source: Case-Shiller, Bloomberg
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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 6%.
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THE OCHO



41© Hedgeye Risk Management LLC. All Rights Reserved.

THE LEGACY MODEL:  DEMAND  PRICE  EQUITIES

For the fifteen years 
ending in 2015, demand 
growth had led price 
growth by around a year. 

This relationship began to 
breakdown as home sales 
mean reverted back 
above average historical 
levels of activity and all-
time low supply 
conditions became the 
primary factor gating 
changes in volume.  

Data Source: Corelogic, NAR
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POST GFC CASE STUDY: PRICE  EQUITY PERFORMANCE

Housing stocks have 
reflected the path of the 
rate of change in home 
prices since 2008. The 
R-value between these 
two series has been 
+0.90.

In other words, the 
legacy model used 
demand growth to 
predict home prices a 
year from now.  And 
because stock 
performance was 
tethered to the RoC in 
HPI we had a good 
window into the forward 
outlook for housing 
related equities. 

Data Source: Corelogic, NAR
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THE OCHO: ITERATING THE MOUSE TRAP

As the utility of the 
legacy model diminished 
alongside prevailing 
supply conditions and 
large-scale swings in 
macro-driven housing 
fundamentals have 
progressively diminished 

worked to evolve our top 
down model.

Ocho our model 
in evolution utilizes an 
octant framework to map 
prevailing conditions 
across principal housing 
fundamentals to industry 
level equity 
performance. 

Data Source: Bloomberg, Hedgeye Calculations
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MONTHS-SUPPLY  HPI

The sequential change in 
months-supply is a good 
predictor of 
acceleration/deceleration in 
home price growth.

with the fit/RSQ than we are 
with the ability to predict 
the directional change in 
HPI growth.

Data Source: Bloomberg, Case-Shiller, NAR, Hedgeye
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HPI  EQUITY PERFORMANCE

The 2nd derivative 
change in price remains 
a strong predictor of 
housing related equity 
performance.

Historically, the 
relationship is strong 
and, importantly, the 
probability of outlier 
moves is small.  

Data Source: Bloomberg, Case-Shiller, NAR, Hedgeye
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MONTHS-SUPPLY  HPI

Based on the 4Q17 and 
1Q18 SA SF EHS months 
supply trends we find 
that the most probable 
path for 2Q18 and 3Q18 
HPI second derivative is 
positive, albeit modestly.

Data Source: Bloomberg, Case-Shiller, NAR, Hedgeye
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RATES & AFFORDABILITY 
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RATES: TO INFINITY & BEYOND (AGAIN)?

Rates looked poised to 
continue blasting off 
through February, but 
more recently are 
showing signs of rolling 
over.

The extant reality that 
rates rising (too high/too 
fast) remains the primary 
catalyst for rates falling 
makes it difficult to 
tactically risk manage 
exposure during 
concentrated clustering 
of rate volatility. 

Data Source:  Freddie Mac
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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

Data Source: Bloomberg, Hedgeye Calculations
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HOME BUILDING STOCKS VS. MORTGAGE RATES

Home Building stocks 
have historically trended 
down in the immediate 
term following a shift up 
in mortgage rates.

Longer term though, 
stock downturns would 
correct themselves with 
better market data.

Data Source:  Bloomberg



51© Hedgeye Risk Management LLC. All Rights Reserved.

NEW HOME SALES VARIABLY SENSITIVE

Homebuyers in the new 
construction market are 
relatively sensitive in the 
immediate term to rate 
changes, with some 
exception where 
fundamentals drove 
demand.

Like in the stocks, unit 
volume of new homes 
moves on from the 
mortgage rate shocks 
within only a handful of 
months.

Data Source:  Bloomberg
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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 

highlighted the 8 
housing sectors. 6 of 
the 8 are in the 
bottom quartile for 
rate sensitivity, 
meaning that they 
are among the most 
inversely correlated 
subsectors in the 
group.

Data Source:  Factset, Hedgeye Estimates * Data as of November, 2016.
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THE MANHATTAN PROJECT
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• Definancialization

• Outmigration

• Tax Reform

• Peak Comps

THE FOUR SUBTHEMES OF THE #MANHATTANMOVEOUT
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FINANCE JOBS: THE 800 LB GORILLA
The Financial Services and 
Insurance industry only account 
for 8% of total employment. 
However, this sector accounts 
for 37% of total wages. 

DATA SOURCE: New York Dept. of Labor, Hedgeye
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FINANCE JOBS: REMARKABLY DISPROPORTIONATE

The Financial Services and Insurance industry only account for 8% of total employment. However, this sector accounts for 37% of 
total wages. 

DATA SOURCE: New York Dept. of Labor, Hedgeye
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Note the inflection that occurred 
post the Great Recession.

DATA SOURCE: New York Dept. of Labor, Hedgeye
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on a CAPE Ratio (Shiller 
P/E) basis, the market is 
at 31.5x 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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OUTMIGRATION

Outmigration from New 
York is not a new trend, 
but one that has been 
accelerating and one we 
expect to 
persist/accelerate further  
alongside tax reform. 

DATA SOURCE: Census Bureau
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WEALTH IS LEAVING THE NORTHEAST AT AN ACCELERATING RATE

Between 2015 and 2016, 
$14.5 billion in AGI, net  
left the Tri-State area, 
much to the benefit of 
Southern states, namely 
Florida (+$17.2 billion).

DATA SOURCE: IRS
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Already, the high SALT 
states have seen 
significant, costly 
outflows of money. The 
South and the West have 
benefitted from this 
move.

DATA SOURCE: IRS

-1.8%

-1.2% -1.2% -1.1%
-0.7%

-0.5%
-0.2%

0.3%

1.5%

3.3%

-3.0%

-2.0%

-1.0%

0.0%

1.0%

2.0%

3.0%

4.0%

Net Domestic AGI Flow as a 
Percent of Year-Prior AGI

2015 Net Flow as a Percent of AGI 2016 Net Flow as a Percent of AGI



62© Hedgeye Risk Management LLC. All Rights Reserved.

TAX REFORM

To no surprise, 
respondents in areas 
with high SALT taxes 
and other negatively-
impacted tax related 
matters are considering 
moving to more 
affordable states

DATA SOURCE: Apartment List
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RESALE VOLUME SLIDING

In the aftermath of the 

and eventual passing, 
volume demand in the 
Manhattan resale market 
faded against relatively 
weak comps. 

The coming 3 quarters will 
only get more difficult, with 
some of the strongest 
quarters in 3 years being 
comped against.

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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PRICES ARE UP AND DOWN

Average selling price was 
up for the quarter in 
resales, but this historically 
has been with little in terms 
of sequential or seasonal 
trends.

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates



65© Hedgeye Risk Management LLC. All Rights Reserved.

MONTHS SUPPLY TRENDING UP

Most importantly, we are 
starting to see an upward 
inflection in the past to markets 
for months supply of inventory, 
reaching new cycle highs. 

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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DIFFICULT COMPS ARE COMING

With a significant amount of 
multifamily housing coming into 
supply in NYC over the past 
few quarters, pricing has seen 
downward pressure, allow for 
the market to transition to a 

Buyers have no intent on 
purchasing an apartment 
immediately when they have 
the opportunity to drive 
negotiations. Well informed 
buyers realize that NYC prices 
are forward-trending flat to 
down, putting the cards in their 
favor.

Moreover, out of region buyers 
see the Manhattan market as 
less desirable from a tax 
perspective, pushing cost of 
living even higher.

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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NEW DEVELOPMENT IN ROUGH WATERS

Since rampant building brought 
significant new units to the 
market, New Development has 
had very difficult comps to 
match, with the forward months 
only getting harder.

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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DECLINE PRICES

ASP continues to decline, albeit 
at decelerating rates on the 
backs of easy comps. The next 
few quarters will be easy 
comps as well. 

Given the excess of supply 
existing in the market, pricing 
has become more sensitive to 
the demands of the buyers.

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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NEW DEVELOPMENT ON SHORT CYCLE

Months supply of new 
development in Manhattan 
increased nearly ~50% 
sequentially and ~128% 
annually in the first quarter.

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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NEW DEVELOPMENT MARKET: TOUGH COMPS, OR WHAT?

This downward inflection 
has been some time 
coming following the 
past 2-3 years of 
significant growth in the 
New Development 
market. In its time, it 
leached some buyers 
away from the resale 
market; now, the 
supply/dynamic has 
edge in favor of the 
buyers.

Out quarters look to 
continue being tough on 
a comp basis.

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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MANHATTAN SALES VOLUME SLOWING

Against relatively weak comps, 
unit volume in Manhattan fell 
significantly as buyers removed 
themselves from the market for 
the near to immediate term.

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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MANHATTAN ASP SUBMERGED

Following the passing of 
tax reform, Manhattan 
home pricing has been 
under assault. 

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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MANHATTAN MONTHS SUPPLY WITH RAPID INCREASE

As was the case with the sub-
market indices so too with the 
inventory of the broader 
market. Manhattan is seeing 
significant upward inflections 
for the first time since before 
the recession

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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As both volume and pricing in 
NYC are put to task, informed 
prospective buyers are holding 
out of the market for the time 
being, believing that price will 
pan out in their favor.

DATA SOURCE: The Elliman Report, Douglas Elliman, Miller Samuel, Hedgeye Estimates
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AND COMPS FOR THE HIGH END ONLY GET TOUGHER!

DATA SOURCE: BLOOMBERG, HEDGEYE CALCULATIONS

RETURNS OF THE CYCLE DROVE LUXURY 
CONSUMPTION GROWTH TO ITS FASTEST PACE OF THE CYCLE IN 2017. 

The Peak?

2H18 Comps
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TERROR FROM TARIFFS?
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36 WEEKS IN TARIFFS

In what has been a 
mounting series of new 
trade battles between 
economic partners, some 
components of home 
building have become 
more expensive in the 
aftermath.

• November 2017- Canadian Lumber Duties

• January 2018- Solar Panel and Washing Machine 
Tariffs

• March 2018- Tariffs on Steel and Aluminum 
Imports

• March 2018- Chinese Counter-Tariffs on 128 US 
Products

• April 2018- Continued Posturing from the US 
and China
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TARIFFS HAVE AN IMMEDIATE IMPACT ON THE COST OF INPUT

Canadian Lumber Tariffs 
were announced on 
November 3rd 2017 and 
carried immediate price 
consequences. From peak 
price pre-announcement to 
peak post, the cost of 
lumber increased +15.9% in 
the market.  Lumber prices 
are currently running +35% 
Y/Y 

Note the pricing is 
comprised using the 
highest volume-producing 
regions within the US and 
Canada.

Announcement of 
Canadian Lumber 

Tariffs

Data Source: NAHB
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Fortunately for the home 
builders, the cost of 
building a single family 
home should not be 
dramatically impacted by 
the tariffs on steel and 
aluminum.

For the average single-
family construction cost of 
$237,760, only $713.28 in 
cost is at risk from metal 
price increases. 

In the case of lumber, 
roughly ~$16,650 in input 
costs were exposed to 
rising lumber prices. Since 
the November Canadian 
duties, the cost of building 
a single family home in the 
US increased around 
$2,000.

Data Source: NAHB Construction Cost Surveys
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• 200,000 Americans lost jobs due to higher steel prices in 2002
– $4B in lost wages from February to November 2002

– One out of four of these jobs occurred in the metal manufacturing, 
machinery and equipment/transportation equipment and parts sectors

REVISITING BUSH-ERA STEEL TARIFFS The introduction of tariffs has 
a historical context of creating 
disruptions in employment 
and lost wages. This only 
exacerbates if tariffs expand 
into a trade war.

Keep in mind the 
macroeconomic drivers of 
housing demand- namely, 
employment, wage growth, 
and rising equity. The loss of 
jobs offsets the demand

Data Source: Trade Partnership Worldwide, LLC
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ROLLING BACK DODD-FRANK
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SO WHAT CHANGED?

The changes to be made to 
Dodd-Frank via S.2155 
would raise the limit in 
which a bank is considered 

to $250B, allowing around 
two dozen midsized US 
banks to avoid certain 
regulation and oversight 
from the Fed.

The bill also exempts 
banks that extend 500 or 
fewer mortgages a year 
from reporting certain 
home loan data to 
regulators, and broadens 
what a qualified mortgages 
is.

Data Source: congress.gov
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REGIONAL AND SMALL BANKS BENEFIT
By and large, the banks face 
reduced regulation. Including 
the likes of Citizens, SunTrust, 
and BMO, those impacted are 
primarily regional players filling 
the needs of their local markets. 

Included in the rollback:

• Loosening the Home 
Mortgage Disclosure Act

• Eliminates escrow 
requirements for higher cost 
mortgages made by banks 
and credit unions with assets 
up to $10B (up from $2B)

• For the above banks and 
CUs, the bill would exempt 
loans held in portfolio from 
requirements under the 
Qualified Mortgage rule.

• A rollback of appraisal 
requirements for higher-risk 
mortgages in rural areas

Traditionally 
Small Or 

Regional Banks

Banks Now 
Subject to 

Looser Rules

Data Source: americanprogress.org, bettermarkets.com, FDIC and Federal Financial Institution Examination Council as of December 31, 2014
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A REMINDER OF THE EXISTING CONDITIONS
The expansion and 
loosening of mortgage 
financing would typically be 
a bullish event for demand, 
particularly at the 
low/middle tiers.  

However, Supply, not 
Demand, remains the 
bottleneck to rising 
transaction volume.  

In fact, increased demand at 
the low-middle end would 
likely serve to exacerbate 
the existing demand-supply 
imbalance. 

Data Source: Zillow
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ENTRY LEVEL HOMES AGING GRACEFULLY?

On the whole, the 
available stock of starter 
homes are both 
significantly older than 
the average of all homes, 
but also far older than 
they used to be.

Since 2012, the average 
age of a starter level 
home has increased +9.2 
years, whereas the 
average home has 
increased in age only 
+5.0 years as the mix of 
new construction aims 
more towards the trade 
up market.

Data Source: Trulia Research
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Whereas the national 
average percentage of 

-

the past 6 years by -70bps, 
it has increased by +90bps 
for starter homes.

For a new entry level 
homebuyer:  the supply 
pool continues to shrink, 
grow more expensive and 
in increasing need of 
renovation.  

Data Source: Trulia Research
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OLDER, WORSE, AND MORE UNAFFORDABLE

Unsurprisingly, acute 
supply tightness at the 
entry level has driven 
premium price growth at 
and declining affordability. 

Data Source: Trulia Research
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A TREE OF OUTCOMES

Supply Conditions 
Unchanged

Potential Home Sellers 
Are Not More Compelled 

to List

No Significant Inflow of 
Supply in the Existing 

Market

Low-Tier Buyers Have 
Broader Availability to 
Buy a Home in General

Builders Are Not 
Inherently Incentivized 
to Build Entry-Level if 

Buyers Willing to Buy Up

Loosened Mortgage 
Standards via S.2155

More Entry-Level 
Demand Gets Satisfied

Supply Situation 
Worsens

New Home Buyers Take 
Greater Risk

Take On Larger 
Mortgages to Afford a 

Home

Introduces the Potential 
for New Risky Home 

Mortgages

SUPPLY:

DEMAND:
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FISHFINDER
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MACRO OVERLAY = QUAD2/3
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HOUSING: STYLE FACTOR PERFORMANCE

DATA SOURCE: Bloomberg, Hedgeye Estimates
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YTD PERFORMANCE

Data Source: Bloomberg, Hedgeye
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SENTIMENT SCORING

High sentiment scores 
generally correspond to 
stocks at risk of 
downside due to 
consensus bullishness, 
whereas those stocks 
with low sentiment 
scores have the potential 
to outperform based on 
consensus bearishness.

Data Source: Bloomberg, Hedgeye
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YTD PERFORMANCE BY STOCK

Data Source: Bloomberg, Hedgeye
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AVERAGE RATING

Data Source: Bloomberg, Hedgeye
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SUBSECTOR STREET POSITIONING

Data Source: Bloomberg, Hedgeye
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CURRENT SHORT INTEREST

Data Source: Bloomberg, Hedgeye
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SHORT INTEREST DELTA

Data Source: Bloomberg, Hedgeye
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SHORT INTEREST BY SUBSECTOR

Data Source: Bloomberg, Hedgeye
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DAYS TO COVER

Data Source: Bloomberg, Hedgeye
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DAYS TO COVER DELTA

Data Source: Bloomberg, Hedgeye
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DAYS TO COVER BY SUBSECTOR

Data Source: Bloomberg, Hedgeye
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CHANGE IN REVENUE EXPECTATIONS

Data Source: Bloomberg, Hedgeye
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Y/Y REVENUE GROWTH EXPECTATIONS

Data Source: Bloomberg, Hedgeye
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Y/Y REVENUE GROWTH EXPECTATIONS BY SUBSECTOR

Data Source: Bloomberg, Hedgeye
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CHANGE IN EPS EXPECTATIONS

Data Source: Bloomberg, Hedgeye
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Y/Y EPS GROWTH EXPECTATIONS

Data Source: Bloomberg, Hedgeye
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Y/Y EPS GROWTH EXPECTATIONS BY SUBSECTOR

Data Source: Bloomberg, Hedgeye
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P/E

Data Source: Bloomberg, Hedgeye
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P/E DELTA

Data Source: Bloomberg, Hedgeye
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FOR MORE INFORMATION, CONTACT US AT:

SALES@HEDGEYE.COM
(203) 562-6500


