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Years of shortages in new housing starts, 2-5x higher lumber prices, demographic swells, and dovish government policies
explain the rapid rise in real estate prices. Millennials are now the largest block of the US population’ and are in the prime
home-buying life-stage (25 to 40 years old). Never-before-seen mortgage rates, an abundance of liquidity, and surging
replacement costs add fuel to the fire of increasing prices. Here are some of the key factors influencing the market:

o Supply (increasing): Housing starts are at their highest levels in over a decade but still well off the high of 2006.

e Supply: When housing starts are viewed relative to population size, it appears we still are a long way off from
seeing a spike in inventories at a national level."

e Supply: Inventory declined by 20% from a year ago.™

e Supply: The percent of mortgage loans in forbearance continues to trend downward (4.66% as of April 2021")
alongside unemployment rates (back under 6%"). Further, nationwide eviction moratoriums are likely to cease as
of July 31, 2021 (Justice Kavanaugh cast the deciding vote at 5-4 to leave the moratoriums in place but cited that
they expire on 7/31 anyway). These factors indicate a rapidly strengthening labor market and a shoring up of the
landlord-owned real estate market which in turn reduces the chance of supply increases caused by foreclosure rate
spikes.

o Demand: As of Mid-Year 2021, the average “time on market” for newly listed homes was only 37 days. For all of
2016-2020, that number never dropped below 52 average days on market."!

e Demand: The Market Nationwide is H-O-T. As of April 2021, a listed home received an average of 5.1 offers. That
figure hovered between 2-3 offers per listing for much of the last 6 years."!

¢ Rental Rates vs. Home Prices: The movement between home prices and rental rates tends to be fairly correlated
in the long run. As rent prices go up, so do home prices and vice versa. That being said, during the previous 2006
housing bubble, the rise in the FHFA (Federal Housing & Finance Agency) Home Price Index (“HPI”) significantly
outpaced owner-equivalent rents (“OER”) indicating real estate prices had spiked far in excess of what rental rates
should have justified. This phenomenon, which we are seeing play out again in 2021 with the highest relative HPI
vs. OER in the last 30 years, indicates speculation in the housing market (see Exhibit #6 for image). Prices are being
bid up based on assumptions of sustained above-average price appreciation and fear of missing out by home buyers
and investors. Historically, these skews in the relationship between rental rates and home prices “normalize” if
given enough time.

o Real Wages vs Rental Rates/Home Prices: As of year-end 2020, rent prices had increased on average by
3.6%/year"" and home prices had increased by 3.80%. Wage inflation for the same period averaged 3.0%/year.x

Location / Location / Location: As of February 2021, Boise, ID (home of our second office) has seen the highest year-
over-year (YOY) change in median home price (>5% more than any other location) coupled with the sharpest drop in
inventory of any city in the country (see exhibits #4 & #5).X It also has the highest percentage of homes selling for more
than list price. Other cities topping the list have similar characteristics: they are a short flight and/or longer drive from
major urban areas previously outside the “home buying radius” of folks with high-paying jobs in major cities.

The Economics of Affordability: Since 2018, median home prices have increased ~32%, yet average principal & interest
payments (P+1) are only up 9%. Median family income during this same period is up almost 16%. Given these figures, so
long as interest rates remain low, current home prices can (and likely will) continue trending upwards as Americans are
spending less (as a % of their income) on housing payments.



o Interest rates staying low IS a “big if”. Current mortgage rates are being suppressed materially by the FED buying
an unprecedented level of mortgage-backed securities. Without this artificial demand for mortgage bonds, mortgage
rates would likely increase significantly and suppress home prices with P&I payments (all else equal) increasing.

Just How Much is the FED Bolstering the Housing Market? As of June 2021, the FED was buying $40 Billion in agency
mortgage-backed securities (“MBS”) per month. At a median home price of $350,300%"" (and assuming a 6% down payment
which is the national average*'"), that indicates an average mortgage amount of $325,000. In other words, the FED is single-
handedly financing the equivalent of 123,000 home purchases PER MONTH with its current quantitative easing (QE)
program (buying mortgages from originators on the secondary market). This reflects roughly 20% of ALL home purchases
in the USA projected for 2021 based on dollars financed."

e Observation: Without this financing back-stop from the money-printing FED, housing prices would likely fall. We
have no way of knowing when the FED will taper this MBS purchase program (QE). We can only appreciate the
major conflict of interest the FED has to sustain the status quo of the suppression of interest rates in order to mitigate
interest expense on the exploding national debt. The last time the FED started increasing the FED funds rate while
tapering treasury and mortgage-backed security purchases in Q4 2018, both stock and real estate markets suffered
very fast drops ~20-25%. Knowing the timing and quantity of this taper strategy (if it happens) is the single-most
important insider knowledge tip one could possess given its impact on interest rates, and in return equity & real
estate prices.

Conclusions: Housing prices have increased at a nauseating pace for homebuyers across the country (an exhilarating rate
for home-sellers). Having said that, the artificial suppression of interest rates (likely to continue) coupled with years of too-
little construction relative to population growth and skyrocketing building costs (not just materials but also labor) make it
difficult for us to see prices cratering in the near future. We do feel the “work-from-home” trend will lose at least some
steam as more employers will demand workers to live in major economic centers and/or we will see reduced pay to remote
workers becoming a more common practice. This will result in sustained & significant price premiums in areas such as San
Francisco, Boston, NYC, etc. relative to second-tier city centers such as Boise, Portland, Reno, St. Petersburg, etc. In
looking at the large skew in the relationship between home prices and rental rates, we do anticipate that rental rates will
increase at a faster pace than home prices (speaking in terms of national averages) over the next 5 years.

General Guidelines

e Primary Residences: The first and most important investment for an adult is often a primary residence. While the
tax benefits of home ownership have been reduced slightly via the 2018 TCJA law (mortgage interest deductions
on personal residences are now capped at a maximum initial loan balance of $750,000 and real estate tax deductions
on primary residences are also limited), financial benefits of home ownership remain compelling. This is true so
long as that home can be lived in for 5+ years (to recoup transaction costs) and can be purchased with no more than
33% of gross pre-tax income being needed for the monthly payment of principal, interest, taxes, insurance, and
HOA dues. Short of meeting these time-horizon and affordability criteria, we advocate for renting.

e Investment Property: We view investment properties in a mixed way. For busy professionals, the time, labor, risk,
& headache of owning a rental property directly is tougher to justify relative to paying some fees to own real estate
through a pooled vehicle such as a Real Estate Investment Trust (“REIT”) or private equity fund with access to
institutional-class property management and debt financing. For retired clients looking for income who have time
to manage a property directly, we view this favorably, particularly when properties are purchased with only modest
mortgages that allow the subject property to produce positive cash flows with a wide margin of safety. The
investment merits of real estate are HYPER-LOCAL. Analysis should not be limited to national statistics, but city
statistics and neighborhood statistics along with landlord/tenant laws to properly conduct due diligence on any direct
real estate investment. Landlord protections (ability to evict non-paying tenants) should not be discounted when
buying investment property, particularly if you are doing so with a mortgage that can only be paid if rent collections
are timely & successful. The inability to evict non-paying tenants is becoming a more material risk for landlords in
many locations (like CA) and should be factored into due diligence. For a geographical breakdown of the scale of
landlord vs. tenant-friendly states, check out this site.


https://truckfrat.com/2018/03/which-states-have-the-best-and-worst-laws-for-renters/

Disclosures
e Richard Davey is a licensed real estate agent in the state of Idaho.
e Trevor Scotto is a licensed real estate agent in the state of California.
e For more information on conflicts of interest that exist as a result of these licenses for which commission
compensation could be earned, please visit our Advisory Brochure — Form ADV 2A.

Exhibits
#1 - Demographic Breakdown of 2019 USA Population

80
72.12
60
Z
)
£
=
= 40
S
=
=
[o 8
£
20
0
The Greatest The Silent The Baby Boomer Generation X The Millennial Generation 7
Generation (born  Generation (born  Generation (born (born 1965- Generation (born (born 1997-
before 1928) 1928-1945) 1946-1964) 1980) 1981-1996) 2012)
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#3 - 25-Year History of Unemployment

2000 2005

2010

2015

2020

16

14

12

10

SOURCE: TRADINGECONOMICS.COM | U.S. BUREAU OF LABOR STATISTICS

#4 - Top Markets by Change in Median Sales Price (as of 2/28/2021)

City/Region
Boise City, ID
Stamford, CT
Austin, TX
Wichita, KS
New Haven, CT
Ogden, UT
Provo, UT
Allentown, PA
. Winston-Salem, NC
10. Dayton, OH
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Median Sale Price - Feb. 2021

#5 - Top Markets by % Decline in Inventory YOY (as of 3/31/2021)

City/Region
Boise City, ID
Provo, UT
Raleigh, NC
Akron, OH
Cleveland, OH
Jackson, MS
Columbia, SC
Jacksonville, FL
. Ogden, UT
10. North Port-Sarasota-Bradenton, FL
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Size Rank
85
100
48
74
29
92
72
40
89
75

Month

$404,306
$501,777
$392,835
$182,383
$263,824
$353,948
$393,152
$237,217
$201,284
$168,244

3/31/21
3/31/21
3/31/21
3/31/21
3/31/21
3/31/21
3/31/21
3/31/21
3/31/21
3/31/21

YoY Change
27.7%
22.3%
19.8%
17.7%
16.7%
16.6%
16.4%
16.1%
15.8%
15.6%

YoY Change
-58.1%
-57.2%
-54.4%
-50.6%
-46.2%
-45.8%
-45.3%
-45.1%
-45.0%
-44.4%



#6 - Nationwide Cost of Buying vs Renting
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#7 - A Historical Chart of USA Median Home Prices®

FRED 244 — Median Sales Price of Houses Sold for the United States
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