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Housing Sentiment and Homebuilding in Freefall

Homebuilders’ sentiment is a leading indicator of housing starts, which are down 22% over the
past year. The ongoing decline in sentiment tells us that starts have significantly further room
to fall. Housing starts are a leading indicator of the broader economy.

Source: Haver, NAHB, Census, SMBC Nikko
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Housing Leading Real GDP

The sharp fall in housing starts, which are still far from a bottom, point to declining real GDP
growth over the next couple of quarters. Construction spending is already in a deep recession,
which makes a decline in construction employment inevitable.

Source: Haver, Census, BEA, SMBC Nikko
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Construction Employment Poised to Turn Sharply Lower

Residential Construction has declined for six consecutive quarters and another drop is
expected when Q4 GDP are released next week. Meanwhile, construction payrolls are at a
record high. As the 2008-09 downturn shows, construction employment can remain elevated
just up to the point of recession.

Source: Haver, BEA, BLS, SMBC Nikko
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Plunging Home Sales

Pending home sales, which are based on contract signings, lead existing home sales by a
couple of months. The former series is down near all-time lows, suggesting even further home
sales weakness in the months ahead. Home prices and/or mortgage rates will need to drop in
order to improve home affordability and end the skid in sales.

Source: Haver, BEA, BLS, SMBC Nikko
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Record low Affordability

Low housing affordability means homes are expensive. The main factor driving housing
affordability lower is mortgage rates, which more than doubled to over 7% last year. While rates
have fallen since then, they remain elevated. Moreover, if the labor market soon turns lower,
affordability will remain weak because of deteriorating income prospects. The bottom line is
the Fed must reverse what is currently very restrictive monetary policy to turn housing around.

Source: Haver, NAR, SMBC Nikko
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Disclaimer

This presentation is for discussion purposes only and is not intended to be an offer to sell or the solicitation of an offer to buy any securit ies, or any commitment

to underwrite, subscribe for or place any securities, is not an offer or commitment to provide any financing or extension of credit or service, and does not contain

any tax or legal adv ice. This presentation has been prepared by SMBC Group (w hich may include, collectively or individually, any of the follow ing entities in the

Americas Division: Sumitomo Mitsui Banking Corporation (“SMBC”), SMBC Nikko Secur ities A mer ica, Inc. (“SMBC Nikko”), SMBC Nikko Securit ies Canada, Ltd.

(“Nikko Canada”), SMBC Capital Markets, Inc. (“SMBC-CM”), SMBC Leasing and Finance, Inc., JRI A mer ica, Inc., and SMBC Rail Services LLC) and is being

furnished by SMBC Group solely for use by the client or potential client to w hom such materials are directly addressed and delivered. This presentation is

confidential, and is the property of SMBC Group subject to copyright. Any reproduction of this presentation, in w hole or in part, is prohibited, and you may not

release these materials to any person, except to your advisors and professionals to assist you in evaluating these mater ials, provided that they are obligated, by

law or agreement, to keep the presentation confidential. These materials do not constitute research, a recommendation or an offer or solicitation to any person to

enter into any transaction or adopt any hedging, trading or investment strategy. Prior to participating in any such transaction, you should consult your ow n

independent, competent, legal, tax, accounting and other professional advisors.

In preparing this presentation, SMBC Group has relied upon information available from third parties, including public sources, and w e have assumed, w ithout

independent ver if ication, the accuracy and completeness of such information. Specif ic pr ices, indices or measures, including ranges, listed in this document

were prepared at the time the document w as prepared, and are subject to change w ithout notice. SMBC Group makes no representations to and does not

warrant this presentation’s accuracy or completeness. SMBC Group expressly disclaims any liability for any use of the information set forth herein, including,

w ithout limitation, any use of the information set forth herein in the preparation of f inancial statements or accounting material.

These materials may contain forw ard looking statements, w hich may include projections, forecasts, income estimates, yield or return, future performance targets

or similar analysis. These forw ard looking statements are based upon certain assumptions. All forw ard looking statements are based upon currently available

information and SMBC Group is not obligated to provide an update. Actual events may differ from those assumptions. Opinions, projections, price/yield

information and estimates are subject to change w ithout notice. There can be no assurance that estimated returns or projections w ill be realized, that forw ard

looking statements w ill materialize or that actual results w ill not be materially low er than those presented. Past performance is not necessarily indicative of future

results. Any transactions or strategies addressed may not be suitable for all parties. The value, price or income from transactions or strategies may fall as w ell as

rise. SMBC Group or an affiliate may have a posit ion in any of the under lying instruments, assets, indices or rates mentioned in this document. You should make

your ow n independent judgment or seek independent financial and tax advice w ith respect to any matter contained herein.

SMBC is subject to Japanese firew all regulations and therefore absent client consent, non-public client information may not be shared w ith SMBC Nikko

Securities Inc.

SMBC Nikko is a US registered broker-dealer of SMBC Group. Nikko Canada is a US and Canadian registered broker-dealer of SMBC Group. SMBC-CM is

provisionally registered as a US sw ap dealer w ith the CFTC. Capital markets and other investment banking activit ies for SMBC Group are performed by a

combination of SMBC Nikko, Nikko Canada, SMBC Nikko Securities Inc. and SMBC-CM. Lending and other commercial banking activit ies are performed by

SMBC and its banking aff iliates. Derivative activit ies may be performed by SMBC-CM or SMBC. SMBC Group deal team members may also be employees of

any of the foregoing entities. SMBC Group does not provide tax advice. Accordingly, any discussion of U.S. tax matters contained herein (including any

attachments) is not intended or w ritten to be used, and cannot be used, in connection w ith the promotion, marketing or recommendation by anyone unaffiliated

w ith SMBC Group or for the purpose of avoiding U.S. tax-related penalties. © 2020 SMBC Group. All rights reserved.


