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In this month’s edition of the Evergreen Chartbook, we
thought we’d home in (no pun intended) on the US
residential real estate market. While this is not something
we analyze on a daily basis—like we do with stocks and
bonds—it’s a very important part of our investment process.
Real estate is such a crucial corner of the market because of
both its major impact on the US and world economies and
due to the vast amounts of consumer wealth tied up in it.
In fact, according to the Federal Reserve, over $23.5 trillion
of household wealth is linked to real estate. As shown in the
chart below, this represents over 28% of total wealth which,
as of last year, was just under $83 trillion.
But with such a large stake of wealth also comes great risk. As
we all know, housing was the culprit for the latest financial
crisis. It all started with a significant number of mortgages
being issued to “high risk” consumers using ultra-loose
lending standards. Financial institutions then pooled these
loans as investment vehicles—75% of which were subprime.
Despite the underlying credit quality being junk, they
were segmented to separate risk, and the highest quality
segments (super-senior) were rated AAA by rating agencies.
Banks then sold insurance on these tranches (or, portions of
the loans) to investors to hedge their exposure. Then, the
unthinkable happened: Housing prices went into a freefall. Individuals lost their homes, un-hedged investors lost
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their shirts, and insurance sellers couldn’t make good on their
promises. The system collapsed, and the US economy quickly
sunk into the worst recession since the Great Depression.
In the next few pages, we’ll use a series of charts (and some
digestible bullet points) to illustrate what has transpired
since the financial crisis. We’ll review the recovery in real
estate prices, the increase in related activity, and the evolving
consumer and demographic trends that will affect the market
moving forward. We’ll also attempt to highlight the positive
movements along with the negative ones.

REAL ESTATE ASSETS AND NET WORTH

Source: Evergreen GaveKal, Bloomberg
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CASE SHILLER HOME PRICE AND HOME PRICE YOY (YEAR-OVER-YEAR)

Source: Evergreen GaveKal, Bloomberg
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•

As defaults spiked during the
financial crisis, home prices fell by
over 35% from peak values.

•

According to the Case/Shiller index,
since the trough, we have seen
a sharp rebound in home prices.
Average home prices in the top-20
US cities are up nearly 30% (but, the
way the math works, they remain
down roughly 15% from their highest
point).

•

Lately, prices have moderated,
settling in at a very respectable 5%
year-over-year growth rate.
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HOME PRICES BY CITY

Source: Bloomberg, Evergreen GaveKal
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•

To expand on the last chart, not all
cities are created equal. Annualized
appreciation is currently ranging
from less than 2% to almost 10%
based on the 10 cities shown in the
month of February.

•

Seattle readers know that we’ve
enjoyed above-average growth
of late—likely a function of lower
unemployment, faster population
increases, and a roaring economy.

•

Overall, regional housing stats very
much reflect the vibrancy of the local
economy.
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NEW AND EXISTING HOME SALES

Source: Bloomberg, Evergreen GaveKal
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•

Despite the recent surge in prices,
mortgage activity remains low.

•

New and existing home sales remain
not only well below the previous
cycle, but also below the more
normalized housing environment of
the early 2000s.

•

This has been a drag on overall
growth and a major reason why this
has been the weakest recovery on
record (based on GDP growth).
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US HOUSING INVENTORY & MONTHS OF SUPPLY

Source: Bloomberg, Evergreen GaveKal
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•

The divergence between housing
activity and prices is likely a function
of tight inventory. As you can see,
levels remain depressed, but will this
continue to be a tailwind for home
prices?

•

Additionally, months of supply—a
measure of how long homes are on
the market—remains tight at 4.6
months of supply, well below its
long-term average.

US Housing
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NEW HOUSES UNDER CONSTRUCTION AND YOY

Source: Bloomberg, Evergreen GaveKal
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•

Another depressed supply-side data
point is total new homes under
construction.

•

Again, thinking about the supply and
demand dynamics, this is keeping
supply down. Good for sellers, not so
good for buyers.

•

However, with two years of positive
growth, this metric is starting to
show signs of life.

US Housing
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US NEW HOUSING STARTS AND BUILDING PERMITS

Source: Bloomberg, Evergreen GaveKal
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•

On the bright side for buyers, we did
see housing starts surge last month
to a seven-year high.

•

Building permits—a leading indicator
for housing—also had the largest
monthly increase since the middle of
2012.
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TRAFFIC OF PROSPECTIVE BUYERS

Source: Bloomberg, Evergreen GaveKal
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•

Continuing on the demand side, over
the last few years we have seen a
swell in traffic from potential buyers.

•

As you can see to the left, according
to the National Association of
Home Builders (NAHB), traffic has
rebounded back to pre-crisis levels.
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CONFERENCE BOARD HOUSING CONFIDENCE

Source: Bloomberg, Evergreen GaveKal

10

•

The Conference Board, which tracks
sentiment amongst households and
consumers shows attitudes toward
housing has rebounded significantly,
sitting just below the last cycle’s
highs.

•

The NAHB also has a rosy outlook
for housing, reflected by a recent
reading north of 50, indicating more
builders view conditions as “good”
rather than “poor.”

US Housing

M O N T H LY C H A R T B O O K E VA

/

M AY 22, 2015

BY JEFF DICKS & JEFF EULBERG

LENDING STANDARDS HAVE BEEN EASED

Source: Bloomberg, Evergreen GaveKal
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•

In terms of lending, people are
probably more confident because it’s
gotten increasingly easier to get a
loan over the last few years.

•

As you can see here, more banks
are loosening lending standards, as
opposed to tightening.

•

While this will likely help loan
activity, we believe it’s also a classic
late-cycle signal, suggesting lower
quality mortgages are being issued.
We are hearing credible reports of 3%
down—and even 0% down—home
loans being issued in the Seattle area.
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FORECLOSURES TOTAL, AND PRIME

Source: Bloomberg, Evergreen GaveKal
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•

By and large, banks today are
tolerating more lax lending standards
since mortgage foreclosures are
significantly down from their prior
peak.

•

In essence, with higher asset quality
on their balance sheet (mortgage
loans), they’re more comfortable
slightly reducing lending standards
to strike up more business.
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% OF HOMES WITH NEGATIVE EQUITY

Source: Evergreen GaveKal, Bloomberg
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•

To the previous point, the percentage
of homes with negative equity fell
from 26% during the depths of the
financial crisis, to just 10.8% today.

•

The formula for lenders is pretty
simple: With their clients having
better debt-to-equity ratios, they are
more willing to loan money.

US Housing
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US HOUSEHOLD FORMATIONS

Source: Bloomberg, Evergreen GaveKal
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•

So what’s holding back mortgage
activity from taking off with
optimism abounding in the sector?

•

A crucial reason is that the number
of first-time buyers remains low, now
representing just 33% of purchases,
compared to the historical average of
40%.

•

But we’ve recently seen a surge in
household formations, which is a
positive indicator for at least an
uptick in first-time buyers.
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YOUNG ADULTS LIVING AT HOME

Source: Bloomberg, Evergreen GaveKal, US Census Bureau
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•

On the negative side, there’s an
unprecedented amount of youth still
living at home, relative to historical
averages.

•

As you can see in this chart, the 18-24
and the 25-34 age groups are living
at home significantly more than they
were 15 years ago.
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STUDENT LOAN DEBT OUTSTANDING

Source: Bloomberg, Evergreen GaveKal
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•

It’s not likely that the aforementioned
age cohorts are saving much
either since student loan debt has
quadrupled over this same time
frame.

•

This stat indicates that firsttime buyers, along with future
generations, will continue to have a
tough time purchasing housing.
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BIRTH RATE AND POPULATION AGE 65+

Source: Bloomberg, Evergreen GaveKal, US Census Bureau
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•

The demographic challenges don’t
appear to be getting much better,
either.

•

The birth rate in the US, a key
barometer of population growth, has
been in a continued downtrend.

•

This lull in births just happens to be
occurring when the 65 and older
demographic is exploding at the
fastest rate in half a century.

US Housing
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POPULATION 65+

Source: Bloomberg, Evergreen GaveKal, US Census Bureau
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•

In addition to growing at a historic
rate, Americans 65+ are expected to
outpace the working age population
over the next 10 years.

•

This is a key indicator because, at age
65, this age group generally becomes
net sellers of real estate.

•

According to the US census bureau,
the median net worth of 55 to 64 year
olds was just $143,964. And thus,
it’s likely selling trends will intensify
as boomers attempt to fund their
“golden years”.

US Housing
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BIRTH RATE AND FERTILITY RATE

Source: Bloomberg, Evergreen GaveKal, US Census Bureau
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•

Keeping with the population theme,
the fertility rate (number of births
per woman) has declined in lockstep
with the number of births per 1000
people.

•

Basically, population growth and
demographics are not only going to
be key drags on housing, but also on
the economy as a whole.
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OWNERS’ EQUIVALENT RENT AND REAL MEDIAN INCOME

Source: Bloomberg, Evergreen GaveKal
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•

On the affordability front, owners’
equivalent rent, a barometer of rent
increases has increased 3 times as
much as median income over the last
7 years.

•

Additionally, real median income is
lower than it was in 1999, which has
continued to limit the ability of the
lower and even middle class from
purchasing a primary residence.
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RENT, REAL INCOME, AND RENT AS A % OF REAL INCOME

Source: Bloomberg, Evergreen GaveKal
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•

On this topic, you can see that rent as
a percentage of income has jumped
from 10% in the early 90’s to over
17% today.

•

With the cost of a mortgage higher
than the cost to rent, we have seen
owner-occupied homes slip from a
peak of 76.5 million in 2006 to just
74.6 million today

Conclusion
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30-YEAR MORTGAGE RATE AND HOUSING AFFORDABILITY

Source: Bloomberg, Evergreen GaveKal

However, we face significant headwinds demographically.
The youth of our nation has been reluctant to buy, likely
a function of entering the job market during a horrific
recession. This age group is largely living at home with little
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income and a mountain of student loan debt to service. Making
matters worse, household formations are low, with birth and
fertility rates in a clear downtrend. When you consider this
age-group is going to have to support baby boomers, things
start to look pretty bleak.
When looking at positive recovery trends and negative
demographics, we think housing prices will continue to rise, but
at a more modest rate than the previous three years. Unless we
experience a rapid interest rate rise, mortgage activity should
continue to rebound from its currently depressed levels. But it
will likely remain well below the previous cycle peaks because
of demographic hurdles.

CHARTBOOK AUTHORS:

Overall, we have seen drastic improvements in the housing
market since the depths of the financial abyss we were
in just six years ago. Home prices have rebounded back
close to their peaks, leading to a significant reduction in
underwater mortgages (loan exceeds home value), as well
as lower delinquency and foreclosure rates. This has caused
renewed optimism from the consumer, tighter inventories,
and an overall increase in buyers.

JEFF EULBERG, J.D., CFP

JEFF DICKS

Director of Wealth Mgmt

Portfolio Associate

To contact Jeff, email:
jeulberg@evergreengavekal.com

To contact Jeff, email:
jdicks@evergreengavekal.com

Our Current Likes and Dislikes
There were no changes to our likes and dislikes this week.
WE LIKE

WE’RE NEUTR AL ON

WE’RE DON’ T LIKE

•

Large-cap growth (on a pull back)

•

Most cyclical resource-based stocks

•

Real Estate Investment Trusts (REITs)*

•

Canadian dollar-denominated bonds

•

Large-cap value

•

Small-cap value

•

Emerging stock markets (on a pull back)

•

•

Mid-cap value

•

Asian stock markets, including Japan

Short-term investment grade corporate
bonds

•

Small-cap growth

International developed markets (on a pull
back)

•

High-quality preferred stocks yielding 6-7%

•

Mid-cap growth

•

Long-term investment grade corporate bonds

•

Floating-rate bank debt (junk)

•

Canadian REITs

•

Short yen ETF

•

Lower rated junk bonds

•

Intermediate Treasure notes

•

Long-term Treasury bonds

•

BB-rated corporate bonds (i.e., high-quality,
high yield)

•

Long-term municipal bonds

•

Emerging market bonds (local currency)

•

Cash

•

Short euro ETF

•

Publicly-traded pipeline partnerships yielding
5%-9% (especially those pounded in the
recent mass selling of all things energyrelated)

•

Blue chip oil stocks

•

•

Intermediate-term investment grade
corporate bonds, yielding approximately 4%

•

Gold-mining stocks

•

Gold

•

Intermediate municipal bonds with strong
credit ratings

•

Bonds denominated in renminbi trading in
Hong Kong (dim sum bonds)

*However, some small and mid-cap issues look
fairly valued
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