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US: this is not a real estate bubble

Thursday 29 April 2021 The price of US housing is 12% higher than a year ago on a national average. The

acceleration concerns the entire country. Such vigour had not been observed
Bruno Cavalier - Chief Economist since the mid-2000s, right in a middle a credit bubble. At that time, the price boom
bruno.cavalier@oddo-bhf.com was based on excessive indebtedness facilitated by securitising mortgage loans,
+33 (0)1 44 51 8135 especially in the subprime segment. At first glance, there is nothing similar today.

The strength of housing demand has both specific (pandemic) and fundamental
(demographic) causes, which are reinforced by low borrowing rates. Sensitivity to
interest rates is a risk factor.

Fabien Bossy - Economist
fabien.bossy@oddo-bhf.com
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The week’s focus

After rising at an average annual clip of 5% as of 2015, house prices have accelerated
sharply in the last year. The pace has more than doubled on a national average. The
average real price (i.e. deflated by the inflation rate) has returned to the peak reached in
2006. We all know what happened next. Apart from this similarity in house price levels,
the present situation and the housing bubble of 15 years ago have little in common. Three
differences in particular should be highlighted.

e The geographic distribution of prices. In the mid-2000s, there were very large
disparities from one place to another. In some metropolitan areas, house prices rose
by almost 40% per year between 2004 and 2006 (Los Angeles, Phoenix, Miami, Las
Vegas), while in other areas house prices were moving in line with inflation, i.e. they
were stable in real terms. In the current period, the home price increase is certainly
not uniform between states, but it does show a great deal of homogeneity (chart Ihs).
As such, it can be assumed that the increase reflects economic and social factors
rather than speculation (chart |hs).

e The interest rate effect After the 2001 recession, borrowing rates had fallen but not
the extent that could explain the acceleration in prices in the following years. The
cause was the easing of lending standards (subprime securitisation). Prices were
deviating from their fundamental value, which can be estimated by adjusting them
for changes in income, inflation and changes in borrowing rates. The deviation of the
real price from this adjusted level gives an overvaluation of 25% in 2005-2006,
whereas today the deviation would be negative by about 15% (chart rhs). The price
at which the median household can access real estate has increased thanks to the
rise in disposable income (which was accentuated during the pandemic recession)
and thanks to the fall in borrowing rates (3.0% in 2020 vs 5.9% in 2005).

e The household balance sheet. The bubble burst when the burden of real-estate
debt became unsustainable for households. At its peak in mid-2006, it represented
over 70% of GDP. In Q4 2020, the ratio was just 51%.

https://www.oddosecurities.com

US: house prices by city US: house prices adjusted for inflation and interest rates
yly% US: distribution of home prices growth * index US: real house prices and affordable level %
m 3 slowest growing cities Mean ====- 3 fastest growing 250 (adjusted for interest rates level)
N s s over/under-valuation (rhs)
30 =~ 230 1 ———Real house price /
/ \ N 210 —— Affordable hz se prices
20 IV () ,’ (} 1= u i
10 }'/\./ \\\ A / N e % 190 P e\ NG \/”I
\ N\ ~ o
0 /-—\.a—-’"\\ N A\ e ;AJ\_..—-—/“" 2/ 170 / \ /
-10 \ ‘~‘//\ / 150 [ N [ 30
2 Vi - 20
/ M RgEREprs | ;
-30 110 {—— = | -10
~ * 20 cities (Case-Shiller index) | [ | w1 L -20
-40 90 =+ ——— — T -30
02 04 06 08 10 12 14 16 18 20 88 90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22

Sources: Thomson Reuters, ODDO BHF Securities

Conflict of interests:

ODDO BHF CORPORATES & MARKETS, a division of ODDO BHF SCA, limited sharepartnership - Bank authorised by ACPR. ODDO BHF and/or one of its subsidiaries could be in a conflict of interest situation with one or
several of the groups mentioned in this publication. Please refer to the conflict of interests section at the end of this document.

Le présent document n'est pas un document contractuel; il est strictement destiné a l'usage privé du destinataire. Les informations qu'il contient se fondent sur des sources que nous estimons fiables, mais dont nous ne pouvons
garantir lexactitude ni l'exhaustivité. Les opinions exprimées dans le. document sont le résultat de notre évaluation & la date de la-publication. Elles peuvent donc étre révisées a une date uliérieure.

Page 1/6


http://www.oddosecurities.com/#economy

\|
Economy '\5

Thursday 29 April 2021

Economy

e According to preliminary Markit surveys, the confidence of purchasing managers
strengthened further in April. PMIs reached new records, at 60.6 points in the
manufacturing sector and 63.1 in services. The acceleration signal from such levels
should not be minimised but it also should not be forgotten that the pandemic
pushed PMIs to extremes levels, on the downside in 2020 and the upside in 2021.
PMlIs overshoot because they are constructed as diffusion indices. They measure
a gap between positive and negative opinions on production, employment, orders
and prices. For normal variations in the economic cycle, there is a fairly stable linear
relation between PMI levels and GDP growth. With the shock stemming from the
pandemic, the relation became non-linear for a while, making it trickier to interpret
PMI levels and changes. Last year, in the cycle trough, the fall in GDP was stronger
than the PMIs suggested. This year, it might be the other way round.

e In April, for the second month in a row the Conference Board consumer confidence
index surged, gaining 12.7 pts after 18.7 pts in March. It is still slightly below the
pre-pandemic level. Labour market conditions (the difference between plentiful and
hard to get jobs) showed an unprecedented improvement over one month.

e Even though real-estate indicators remain dynamic (see page 1), a normalisation is
starting to emerge. Year-on-year, price rises continued to accelerate in February
(+12% for the nationwide S&P/Case-Shiller index) but the quarterly pace has
slowed slightly since the end of 2020. This is in line with data for home sales, which
have moderated somewhat.

e Unsurprisingly given the direction of sentiment in industry, durable goods orders
continued to rise in March (+0.5% m-o-m). Excluding volatile elements such as
defence and aircraft, the increase is even stronger (+0.9% m-o-m, +11.6% y-0-y),
a robust signal for the investment cycle.

Monetary and fiscal policy

e The two main parameters of the monetary policy stance were not modified at the
FOMC meeting on 27-28 April. The FOMC voted unanimously to keep the federal
funds rate in a range of 0-0.25%, and monthly asset purchases were extended at a
pace of $ 120bn per month. The press release notes the strengthening of activity
and employment, as well as an increase in inflation, resulting in large part from
temporary factors. At the press conference, Jerome Powell said that more time was
needed before the economy makes “substantial progress” towards the dual goals
of full employment and price stability. To avoid any ambiguity concerning his
intentions, the Fed chair said, or rather repeated, that it is not time to start talking
about tapering asset purchases (last week’s Focus US: "The tapering sequence").
The next FOMC meeting is scheduled for 16 June. At that date, we will have had
the monthly employment reports for April and May (likely to be very solid) and CPI
inflation for May will be known (in our view this will be the peak, somewhere between
3.5% and 4% y-o-y). It is possible that the Fed might then start to pivot in its
communication regarding asset purchases. A complete change in the guidance on
asset purchases is more likely at the end of the summer in our view.On 28 April,
Joe Biden addressed Congress following the first 100 days of his presidency. He
outlined his American Families Plan, focused on education and childcare with an
announced price tag of $ 1.8 trillion over ten years. On the revenue side, the plan
includes an increase in the marginal rate of tax on high earners from 37% to 39.6%
and seeks to bring the top rate of taxation on income from capital into line with this
level (versus 20% today).

The week ahead

e The schedule for economic data should be dominated by the report of the Bureau
of Labor Statistics (BLS) on the labour market (5 May). New jobless claims recently
posted a further decline to below 600k over four weeks, suggesting that the
employment growth has increased. In March, new job creations came to 916k, of
which one-third in the leisure and hospitality sector. The easing of travel restrictions
and the reopening of businesses should once again result in a strong rebound.
Unemployment is expected to be under 6%. In February 2020, the level of payrolls
was 5% higher than today, equivalent to 8.4m jobs, while the unemployment rate
stood at 3.5%. The other key figures will be the ISM and PMI indices for the
manufacturing (3 May) and services sectors (5 May).
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Appendix 1 - Labour market
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Appendix 3 - Business climate
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Appendix 5 - Inflation and monetary policy
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Appendix 6 - Financial markets

% e JS Treasury 10 yield Z-score = S financial stress (Chicago Fed index)
6.0 600 6
M spread with US corporate

5.0 BAA bond yield (bp, rhs) | 500 5

\ 4
4.0 1 400|| \
3.0 A n/"'/\ 300(| 2

"\ 1 \ * A
2.0 vl M| 200 N l’\,\ ’\
0 v = ! W
1.0 100/ M\’ M ~~NAA N
0.0 0 -2
09 10 11 12 13 14 15 16 17 18 19 20 21 09 10 11 12 13 14 15 16 17 18 19 20 21
index ==S&P 500 index index = US dollar effective exchange rate (DXY index)
4500 105 i
4000 100 L
3500 95
3000 N
2500 7 oud {
2000 MW" 2005-2019 average
1500
1000 V’M
500
o9 10 11 12 13 14 15 16 17 18 19 20 21 o9 10 11 12 13 14 15 16 17 18 19 20 21

This is a non-contractual document, it is strictly for the private use of the recipient, and the information it contains is based on sources we believe to be reliable, but whose accuracy and completeness cannot be guaranteed. The

Sources: Thomson Reuters, Bloomberg, ODDO BHF Securities

opinions given in the document reflect our appraisal at the time of publication and may therefore be revised at a later date.

Page 5/6



\|
Economy '\5

Thursday 29 April 2021

Disclaimer:
Disclaimers for Distribution by ODDO BHF SCA to Non-United States Investors:

This publication is produced by ODDO BHF Corporates & Markets, a division of ODDO BHF SCA (“ODDO”), which is licensed by the Autorité de Contréle Prudentiel
et de Résolution (ACPR) and regulated by the Autorité des Marchés Financiers (“AMF”).

This document, when distributed outside of the U.S., is intended exclusively for non-U.S. customers of ODDO and cannot be divulged to a third-party without prior
written consent of ODDO. This document is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe for any investment.
This document has been developed by our economists. It does not constitute a financial analysis and has not been developed in accordance with legal requirements
designed to promote the independence of investment research. Accordingly, there are no prohibitions on personal dealing ahead of its dissemination. “Chinese walls”
(information barriers) have been implemented to avert the unauthorized dissemination of confidential information and to prevent and manage situations of conflict of
interest.

At the time of publication of this document, ODDO and/or one of its subsidiaries may have a conflict of interest with the issuer(s) mentioned. While all reasonable effort
has been made to ensure that the information contained is not untrue or misleading at the time of publication, no representation is made as to its accuracy or
completeness and it should not be relied upon as such. Past performances offer no guarantee as to future performances. All opinions expressed in the present
document reflect the current context which is subject to change without notice. The statements, assumptions and forecasts contained in this document reflect the
judgment of its author(s), unless otherwise specified, and do not reflect the judgment of any other person or of ODDO. This document does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice
or recommendation in this document is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice.

This document is for institutional investors only. It may not contain information necessary for others to make investment decisions. Consult your financial adviser or an
investment professional if you are not an institutional investor.

Disclaimers for Distribution by ODDO BHF New York Corporation to United States Investors:
Please refer to the most recent research reports on the subject companies for complete information and relevant disclosures.

This document is produced by ODDO BHF Corporates & Markets, a division of ODDO BHF SCA ( “ODDO"). It is distributed to U.S. investors exclusively by ODDO
BHF New York Corporation (“ONY”), MEMBER: FINRA/SIPC, and is intended exclusively for U.S. institutional customers of ONY and cannot be divulged to a third-
party without prior written consent of ONY. This document is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe
for any investment. This document is being furnished to you for informational purposes only and should not be relied upon as sufficient to form a basis for any
investment decision.

At the time of publication of this document, ODDO, and/or one of its subsidiaries may have investment banking and other business relationships with any of the
companies in this report. While all reasonable effort has been made to ensure that the information contained is not untrue or misleading at the time of publication, no
representation is made as to its accuracy or completeness and it should not be relied upon as such. However, ODDO has no obligation to update or amend any
information contained in this publication. Past performance offers no guarantee as to future performance. All opinions expressed in the present document reflect the
current context which is subject to change without notice. This document does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of particular clients. Clients should consider whether any advice or recommendation in this document is suitable for their
particular circumstances and, if appropriate, seek professional advice, including tax advice.

This document is not a research report as defined in FINRA Rule 2241(a)(11) because the material in it is limited to one or more of the exclusions of the definition of
research report in Rule 2241(a)(11)(A). This document is for institutional investors only. Consult your financial adviser or an investment professional if you are not sure
you are an institutional investor.

Disclosures Required by United States Laws and Regulations:

Rule 15a-6 Disclosure: Under Rule 15a-6(a), any transactions conducted by ODDO, and/or one of its subsidiaries with U.S. persons in the securities described in this
document must be effected through ONY.

Contact Information of firm distributing investment recommendations to U.S. investors: ODDO BHF New York Corporation, MEMBER: FINRA/SIPC, is a wholly owned
subsidiary of ODDO BHF SCA; Philippe Bouclainville, President (pbouclainville@oddony.com) 150 East 52nd Street New York, NY 10022 212-481-4002.

Statement of conflict of interests of all companies mentioned in this document may be consulted on Oddo & Cie’s .

This is a non-contractual document, it is strictly for the private use of the recipient, and the information it contains is based on sources we believe to be reliable, but whose accuracy and completeness cannot be guaranteed. The
opinions given in the doT.lﬁent reéect our a| ralsal it the time of publlc%tlondan geue ore be ewsed at a later date.

ocUment was printe Sfien Stutca on Thursday, April 29, 2021 12:35:08 PM .

Page 6/6



	Tablelogo
	TablelogoDel
	TablelogoA1C1B6578A7245FFA3B396F57A051B4
	Tablelogo
	TablelogoDel
	TablelogoA1C1B6578A7245FFA3B396F57A051B4
	DocCat
	DocCatA1C1B6578A7245FFA3B396F57A051B4E
	DateCell
	DateCellA1C1B6578A7245FFA3B396F57A051B4E
	DateCell
	DateCellA1C1B6578A7245FFA3B396F57A051B4E
	Idlang
	IdlangA1C1B6578A7245FFA3B396F57A051B4E
	TypeDoc
	TypeDocA1C1B6578A7245FFA3B396F57A051B4E
	Title
	TitleA1C1B6578A7245FFA3B396F57A051B4E
	Title
	TitleA1C1B6578A7245FFA3B396F57A051B4E
	Date
	DateA1C1B6578A7245FFA3B396F57A051B4E
	Synopsis
	AnalystF1Name
	AnalystF1NameA1C1B6578A7245FFA3B396F57A0
	AnalystF1Job
	AnalystF1JobA1C1B6578A7245FFA3B396F57A05
	AnalystF1Mail
	AnalystF1MailA1C1B6578A7245FFA3B396F57A0
	AnalystF1Phone
	AnalystF1PhoneA1C1B6578A7245FFA3B396F57A
	FabienJob
	Focus01
	Focus02
	Focus03
	Focus04
	Focus05
	Focus06
	Focus07
	Focus08
	Focus09
	Focus010
	Compliance
	ComplianceA1C1B6578A7245FFA3B396F57A051B
	Disclaimer
	preLink
	postLink

