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Housing data excellent permits up 7.4%o starts up 9.7% - Bank lending improving
slightly - Higher rates may not derail housing — permit report contradicts terrible
retail sales building materials report

Figure I: Total Permits and Starts - Total & Single Unit Jan 2005 to Jan 2018
Total Permits & Starts Jan 2005 to Jan 2018
2450

ol V\\JD.
1450 L4 N
950

450 T T T T T T T T T T T T !
Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-1¢

\ 4

——=Total Permits ===Total Starts = m/m permits

Total Single Unit Permits & Starts Jan 2005 Jan 2018

1950
1750 w
1550 A
1350 AW
1150

950

750
550
350 ]

Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-1¢

——Single Unit Permits ==Single Unit Starts

February 16, 2018 SISR Inc. © 2018 All Rights Reserved

Economics and Financial Markets*


mailto:pmiller@sisresearch.com
http://www.sisresearch.com/

SISR Permits and Starts Strategic International Securities Inc.

Total Single Unit Permits & Starts Jan 2005 Jan 2018

1950

1750 ~V.M N

1550 W

1350 \"

1150 M"‘
950
750

550

350 T T T ) T T T T T T T T 1
Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-1.

=—=Single Unit Permits ===Single Unit Starts

Source: Department of Commerce, SISR

Figure I1: Single Unit Permits vs. Multi-unit permits Jan 1960 to Jan 2018
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Single Unit PermitsJan 2012 Jan 2018
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Key Points

e This morning the Department of Commerce reported on Permits & Starts for Jan 2018, and the
headline data was much stronger than expected with: permits up 7.4% m/m and up 7.4% yly.
Starts were also strong at up 9.7% and now up 7.3% yly.

e The central question from this report is where will interest rate go in 2018 and 2019 and how will
it affect the housing sector.

e The retail sales report from earlier this week was terrible with respect to building materials
where building materials turned out to be the worst sector m/m on the entire retail sales report.

e This report was completely in conflict with the building material sales data

Interest Rate outlook for 2018 to 2019

Since the beginning of the year 2018 interest rates have been up about 40 basis points and the central
question is will these higher rates slow the housing sector. Historically unless rates get way ahead of
income growth, the higher rates should not derail the housing sector. Since the recent spike in rates we
have argued that the markets will initially believe that the long rates will likely go higher caused by the
large expected deficits, but within several months it likely will succumb to currency influences and a
blowing out of the current account deficit, causing a repeat of the 2003 to 2007 Greenspan conundrum
and the Bernanke global saving glut phenomena. We have recently argued that the saving glut
phenomenon may outweigh the high debt to high interest rate effect, and that by year end interest rate
will be close to 2.6% basically where they were last month, prior to the correction.

Bank Lending Stabilizing & possibly improving slightly

For the past year we have been highlighting that y/y bank lending percentage change rates have been
declining. All through 2017 these rates of annual change have been falling to very low level of growth,
especially C&I loans down to less than 1% y/y growth, now at 1.2%. Total residential loans are now
growing at 4.1% up from the low of 3.6% in October 2017. Total lending has also improved a bit from
3.5% in October to 3.7% currently. Over the past couple of months bank lending has stabilized
somewhat and is no longer declining. This is a very positive indicator even though interest rates are
currently higher.
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Figure I1IA: Bank Lending Table Y/YA Jan 2015 to Dec 2017
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Figure 11IB: Total Bank Lending & Residential Bank Lending Jan 2008 to Dec 2017
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Figure 11IC: Total Real Estate Lending - Commercial & Residential Lending Jan 2008 to Dec 2017
Total Bank Lending By Sector Y/YA Jan 2008 to Jan 2018
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Since the recession, the Fed had been helping the housing and auto sectors, by keeping interest rates
near zero. By keeping rates low the Fed had been able to stimulate growth in the residential lending
space as well as the auto sector. Since October 2016 the y/y rate of lending growth has essentially
stalled, but in the last few months despite slightly higher rates, bank lending has been improving.

The key issue going forward is what effect higher interest rates will have on the housing sector and will
the conventional expectation of higher government debt lead to higher interest rates or will our argument
following the global saving glut argument from 2003 to 2007 mitigate this increase in rates.

Summary

The Central question going forward, will be: will higher interest rate slow down the housing sector and
will rates rise because of higher government debt: or will the global saving glut phenomenon again
mitigate the expected rise in rates, Greenspan's conundrum? Earlier this week the retail sales report was
terrible for auto’s and building materials both interest rate sensitive sectors. This building permit report
was much better and contradicted that retail sales report. Essentially, we more time before we could say
definitively, how much higher interest rates will impact the housing sector.
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Certification:

I, Philip L. Miller (or any research analysts at SISR Inc.) certify/certifies that the views expressed in this
report accurately reflect my personal views about the subject companies and securities. In addition no
part of my compensation was, is or will be directly or indirectly related to the specific recommendations
or views expressed in this report.

Recommendation Scale:

Stock Rating:

1 — Recommended List — The stock has our highest recommendation and is expected to outperform the
average equal weighted expected total return of the overall Market irrespective of sector. Our investment
horizon is 12 — 18 months except as specified by the reporting analyst.

2 — Overweight — The stock is expected to outperform the equal weighted expected total return of the
sector coverage. Our investment horizon is 12 — 18 months except as specified by the reporting analyst.
3 — Neutral — The stock is expected to perform in line with the equal weighted expected total return of
the sector coverage. Our investment horizon is 12 -18 months except as specified by the reporting
analyst.

4 — Underweight — The stock is expected to under-perform the equal weighted expected total return of
the sector coverage. Our investment horizon is 12 -18 months except as specified by the reporting
analyst.

5 — Rating Suspended — The rating and target price have been suspended temporarily to comply with
applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting
in an advisory capacity in a merger or strategic transaction involving the company.

Sector Ratings:

1 - Recommended Sector — The sector has the highest recommendation with continued improving
valuations and rapid growth.

2 — Positive — The sector fundamentals and valuations are improving with a positive second derivative.
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3 — Neutral — The sector fundamentals and valuations are flat with the second derivative close to zero or
with a neutral slope.

4. Negative — The sector fundamentals and valuations are negative with a negative second derivative.

5 — Rating Suspended — The rating and sector targets have been suspended temporarily to comply with
applicable regulations and/or firm policies in certain circumstances including when SISR Inc. is acting
in an advisory capacity in a merger or strategic transaction involving the company.

Price Chart:

A price chart, with changes of ratings and price targets in prior periods, is included above, for all
securities covered in this report.

Additional Disclosures:

This report is for information purposes only and should not be construed as a solicitation or an offer to
buy the securities or other instruments mentioned in the report. This report may not be reproduced in any
manner, without the written permission of SISR Inc.

This research report is based on current public information, with the possible exception of disclosures
relating to SISR Inc., that SISR Inc. deems to be reliable and as accurate as reasonably possible. SISR
Inc., however, makes no claim to the accuracy and completeness of this reports, and this report should
not be relied on as such, or as a statement of factual content.

This research report is prepared for general information purposes only. In addition this information does
not consider the specific investment objectives, financial situation and particular needs of any
individual, or institution. Investors and/or institution should seek financial advice and or internal due
diligence for institutional investors, as to the appropriateness of investing in any securities or investment
strategies mentioned or recommended.

Analyst as Officer or Director: No analyst will serve as an Officer or Director. SISR Inc. prohibits its
analysts, persons reporting to analysts or members of their households from serving as an officer,
director, advisory board member or employee of any company in the analyst’s area of coverage.

Ownership and Material Conflicts of Interests: SISR Inc. permits ownership of the recommended
securities subject to all the NASD rules regarding the ownership of securities by analysts. Since our
analysis is economic in origin and subsector driven we expect all analysts to cover the universe of all
stocks and as a consequence limiting the analyst or the firm to ownership of the underlying securities
would in essence require these entities to reframe from investing in the equity market.

Analyst Compensation: Analysts are paid in part based on the profitability of SISR Inc., some of which
may include investment banking and consulting revenues.

Disclosures are required in the United States for any of the following:
1. acting as a financial advisor,
2. manager or co-,manager in a pending transaction

3. 1% or other ownership, long or short
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compensation for certain services

types of client relationships

managed/co managed public offerings in prior periods
directorships

market making and/or specialist role.
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These disclosures are included in the company-specific disclosures above for any of the above
disclosures that are required.
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