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If Recession is Still Ahead, Stocks Will Make New Lows

The stock market is a leading indicator of the economy. Prices peak and bottom before real GDP does. Housing is
also a leading indicator of the economy. At present, it is in recession with a recovery being unlikely until mortgage
rates meaningfully drop. They are still much too high.

The 30-year conventional mortgage is 6.50%, which is down from 7%-plus last October but still 261 basis points
above last year, which is a near 70% jump. This jump mostly accounts for what has been a significant deterioration
in housing affordability. For example, affordability over the past three months has been hovering at its lowest
readings since early 1986.

Until the Fed pivots, thereby allowing mortgage rates to fall, housing will weaken further and remain at
depressed levels. This tells us that nationwide recession risk remains high. This should concern some equity
investors because housing and equities tend to bottom around the same time. And when they do not, stocks lead
housing by only two months.

In the table below, we show the peaks and troughs in housing starts and the S&P 500 for all the business cycles
since 1960 (excluding the pandemic). There were three times when starts led stocks, and five times when stocks
led starts. But the housing lead was much longer, and when housing lagged, it was not for long.

Starts bottomed before equities by five months in 1970, nine months in 1981 and by a full year in 2001. In the five
times that equities bottomed first, they led by only two months. In this cycle, stocks bottomed last October. But
housing remains in freefall. Starts fell 4.5% in January and were down 21% over the past 12 months.

If recession is still ahead, which is what housing suggests, then is it likely that stocks have not yet bottomed.
This is because they have never led atrough in starts by more than three months. And given housing’s track
record, this time is unlikely to be different.

Business Cycle Troughs Time
Housing Starts Dec 60 2m lag
S&P 500 Oct 60
Housing Starts Jan 70 5m lead
S&P 500 Jun 70
Housing Starts Feb 75 2m lag
S&P 500 Dec 74
Housing Starts May 80 1m lag
S&P 500 Apr 80
Housing Starts Nov 81 9m lead
S&P 500 Aug 82
Housing Starts Jan 91 3m lag
S&P 500 Oct 90
Housing Starts Oct 01 12m lead
S&P 500 Oct 02
Housing Starts Apr 09 1m lag
S&P 500 Mar 09

Sources: Census, FRB, Haver, SMBC Nikko



SMBC Group

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 securities, 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 advice. This presentation has
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Division: Sumitomo Mitsui Banking Corporation (“SMBC”), SMBC Nikko Securities America, Inc. (“SMBC Nikko”), SMBC
Nikko Securities Canada, Ltd. (“Nikko Canada”), SMBC Capital Markets, Inc. (“SMBC-CM”), SMBC Leasing and Finance,
Inc., JRI America, Inc., and SMBC Rail Services LLC) and is being furnished by SMBC Group solely for use by the client or
potential client to whom 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 whole 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 materials, 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 own
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 we have assumed, without independent verification, the accuracy and completeness of such information. Specific prices,
indices, or measures, including ranges, listed in this document were prepared at the time the document was prepared, and
are subject to change without 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, without limitation, any use of the information set forth herein in the preparation of financial statements or accounting
material.

These materials may contain forward-looking statements, which may include projections, forecasts, income estimates, yield
or return, future performance targets or similar analysis. These forward-looking statements are based upon certain
assumptions. All forward-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, pricelyield information and
estimates are subject to change without notice. There can be no assurance that estimated returns or projections will be
realized, that forward-looking statements will materialize or that actual results will not be materially lower 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 well as rise. SMBC Group or
an affiliate may have a position in any of the underlying instruments, assets, indices, or rates mentioned in this document.
You should make your own independent judgment or seek independent financial and tax advice with respect to any matter
contained herein.
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