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Housing market fundamentals remain constructive with a pick-up in demand, 
tightening supply, high affordability, low household leverage, and easing credit 
standards. Taken together, we believe these are likely to be drivers of an 
outperformance of equities levered to the housing recovery. In this report, we identify 
100 such companies with direct or indirect exposure to housing from a diverse list of 
industries — the mix ranges from the obvious Homebuilders and Building Products to 
derivative plays in Durables, Retail, and Financials, see Figure 3. After more than six 
years into this recovery, we believe there are few opportunities in US equities that 
offer stronger growth and cheaper valuation than housing. 

Key variables for housing recovery — the job market continues to strengthen, 
consumer confidence remains elevated, level of interest rates remains relatively 
low and risk to housing from rising rates should remain contained over the 
coming quarters. We recognize housing is interest-sensitive and the Fed is about to 
embark on a tightening campaign. However, long rates which matter more for housing 
are already pricing in Fed rate hikes. Even if the Fed surprises by tightening faster than 
what the market anticipates, LP. Morgan expects to see a curve flattening and 
conventional mortgage rates should not move nearly as much as the funds rate. 

Historically, bear flatteners are not associated with negative performance for housing 
stocks. As shown in Figure 34, homebuilders have outperformed the market during 
bear flaneners. On the contrary, bear and bull steepeners cany worse implications for 
performance, underlining the importance of long rates for the housing market. 

J.P. Morgan Economists expect residential investment growth of 8% this year and 
7% in 2016. Despite the 63% increase in residential investment from $366b at the 
bottom (3Q10) to $595b, current activity remains depressed at 3% of GDP (vs. 4.7% 
avg since 1949). Outside of key macro level data suggesting significant residential 
investment growth, commodities linked to housing are rising and the recent search 
trends point to an improvement in homebuyer interest (see Figure 22). The following 
drivers bode well for a continued recovery and growth in residential investment: 

• Demand: should firm on strong labor market trends (declining unemployment 
rate + expected rise in wages), high consumer confidence, stronger household 
formation, and low vacancy rates. Since the start of the recovery, the economy has 
created more than I I million net jobs with the unemployment rate approaching 5%. 
This combined with near-peak consumer sentiment is encouraging household 
formation. Due to the severity of the last recession, we believe there is pent-up 
demand for housing, with household formation at a deficit of around 5 million, see 
Figure 20. Also, buying vs. renting is becoming increasingly more attractive with the 
median home price to rent ratio at the lowest level in 15 years, see Figure 32. 

• Sum*: tighter with new and existing home inventory sharply lower. The 
existing home supply declined from -4 million units at peak to 2.3m recently, which 
is similar to levels seen prior to the housing boom. As for new home inventory, the 
supply is even tighter at 215k units compared to 570k at last peak and 300k prior to 
the last housing boom, see Figure 23. If adjusted for population growth, the current 
supply picture looks even more constructive. 
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• Credit: household balance sheets at best level in more than a decade as lenders easing standards. During this recovery, 
households have significantly delevered, with current household debt at the lowest level in more than 10 years and mortgage service 
ratio at an all-time low, see Figure 36. Also, a higher percentage of homebuyers are likely to qualify for a mortgage loan with more 
lenders easing rather than tightening credit standards. And for some, credit scores should be improving as foreclosure related hits on 
credit reports cycle through after 7 years on record. 

• Value: compared to most asset classes, relative valuation more attractive for housing. Residential homes sell at a discount to 
equities, gold, and oil (i.e., it takes 137 units of S&P 500 index to purchase a median priced home in the US, which is a 48% discount 
to its long-term median of 260 units, see Figure 39). Even after the recent decline in commodities, Homes are a cheaper hard-asset 
alternative to Gold, see Figure 40. 

• Risk: rising home prices to household income ratio and higher rates a concern. While the job market outlook has improved 
homebuyer sentiment, the tepid rise in household income (+5% since 2010) compared to a more significant rebound in home prices 
(up 34% from the low) is a risk to a more robust housing recovery, in our view. Consequentially, the new single-family home price to 
household income ratio has risen to near record (5.4 years vs. 4.0 median since 1966), see Figure 42. 

Also, as the Fed begins to raise rates, this could be a further negative for affordability given that every 50bp increase in mortgage 
rates is equivalent to roughly 5% increase in home prices. However, we feel that the most likely scenario is a bear flattener under 
which the mid-to-long portion of the curve (which is more important for mortgage rates) is less affected. 

Housing stocks enjoy stronger fundamentals with domestic exposure at a cheaper multiple than the market: growth at a 
reasonable price. After more than six years into this recovery, we believe there are few opportunities that offer stronger growth 
and cheaper valuation than housing. In fact, if housing stocks were a unique GICS sector, it would offer the strongest earnings 
growth and second cheapest valuation. Based on consensus estimates, housing stocks are expected to grow earnings by roughly 50% vs. 
30% for S&P 1500 companies during 2015 through 2016. As for valuation, we believe the domestic linked housing sector does not 
deserve multiples inline with the cheapest Materials sector, which has meaningful exposure to China. 

• Improving sentiment implies that investors no longer view housing as toxic and there could be additional accumulation by 
institutional investors. Whether you gauge the sentiment by the Street's analyst ratings or short interest, housing stocks have seen 
market participants slowly turn more constructive. Housing stocks have an elevated short interest as % of float (4.6% current vs. 17% 
at peak) compared to rest of the market at 3.6%, see Figure 10. The Street's sentiment has also been improving with the average 
stock rating now similar to the rest of the market, see Figure II. 

• Higher revenue growth and margin expansion is expected to drive double-digit earnings growth. Housing stocks on average 
offer stronger revenue growth between 5-6% in the coming quarter compared to low single-digit growth for S&P 500 (ex-energy). 
This combined with margin expansion is expected to drive double-digit earnings growth in the upcoming quarters. 

• Significant margin expansion: the Street is expecting significant expansion for housing with net margins expected to increase from 
6.4% (last four quarters) to 7.1% over the next four quarters (3Q15-2Q16), see Figure 50. Based on estimates, margin expansion is 
expected to be driven by declining commodity prices while SG&A expenses are expected to rise. 

• Shareholder yield now near 5%, higher than S&P 500. Perhaps due to the uneven growth and highly cyclical nature of most 
companies levered to housing, the shareholder yield has been volatile. In the last twelve months, the total shareholder yield increased 
to 4.7%, which is higher than the S&P 500 at 4.1%, which is attractive for yield-seeking investors in a scarce yield environment. 

J.P. Morgan US Housing Basket (JPAMHOUS <Index>): a preferred way to play the recovery in housing. The J.P. Morgan US 
Housing Basket is composed of a diversified portfolio of companies that have direct or indirect exposure to the US housing market 
and should benefit from the continued pick-up in residential investment. Basket constituents are screened for liquidity (trade at least 
$1OM ADV), and include direct beneficiaries of housing (e.g., Homebuilders, Building Products) as well as derivative industry plays 
(e.g., Durables, Retail, Financials). The basket contains 65 names, and the weights are optimized to replicate as closely as possible to 
an equal-weighted basket, subject to a maximum of 10% of ADV traded in any single name within a $100M basket. The basket can be 
accessed on Bloomberg via ticker JPAMHOUS <Index>. 

• Basket Performance: An examination of hypothetical performance shows the basket — JPAMHOUS <Index> - would have returned 
+17.7% on an annualized basis over the last three years, narrowly outperforming the S&P Homebuilders Select Industry Index 
(SPSIHOTR Index), which returned +17.3% over the same period. The correlation of the basket to the SPSIHOTR Index is 93%, and 
the recent 6M realized volatility of the basket is 11.9% (the realized volatility of the SPSIHOTR Index over the same time frame is 
more than 2 vol points higher at 14.1%). 
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Equities Levered to a Recovery in Residential Investment 
Housing market fundamentals remain constructive with a pick-up in demand, tightening supply, high affordability, 
low household leverage, and easing credit standards. Takcn together, we believe these arc likely to be drivers of an 
outperfonnance of equities levered to the housing recovery. In this report, we identify 100 such companies with direct or 
indirect exposure to housing from a diverse list of industries — the mix ranges from the obvious Homebuilders and Building 
Products to derivative plays in Durables, Retail, and Financials, see Figure 3. We recommend investors gain exposure to 
housing stocks for their growth at a cheaper valuation. 

Figure 1: Residential Construction as % of GDP Figure 2: Residential Construction 
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Figure 3: Industries Tied to Housing 
See Figure 12 through Figure 14 for a full list of 100 ideas bed to the housing recovery 
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A diverse list of industries tied to a recovery in housing. In this report, we identify approximately 100 companies that 
have direct or indirect exposure to US housing and should benefit from the continued pick-up in residential investment (see 
Figure 12 - Figure I4 for a full list). As shown below, the housing plays range from direct beneficiaries of housing (such as 
Homebuilders, Building Products, and Land Plays) to derivative industry plays (e.g., Durables, Retail, Financials, etc). 

The housing plays that we identified have a combined market cap of $592b and represent 3% of total market. As shown in 
Figure 5, these companies offer significant sector and industry exposure. 

Figure 4: Sector Breakdown: Housing Composite Figure 5: Industry Breakdown: Housing Composite 
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A lost decade for housing equities. Over the last ten years, housing stocks have sharply underperformed the market due to 
poor demand (low household formation) and excess supply (foreclosure homes). As shown in Figure 6 below, the peak to 
trough decline for housing stocks was -89% (similar to Nasdaq composite decline). 

In absolute terms the recovery in housing stocks has been strong (+374% from the bottom vs. +218% for S&P 1500), but it 
is still 47% below its all-time high in 2005. We believe housing stocks are likely to outperform the market over the next 
several quarters due to stronger relative growth and cheaper valuation, as discussed in the next section. 

Figure 6: Performance: Housing Composite vs. S&P 1500 Figure 7: Performance: Annual Performance 
Indexed 
me 

xe 

293 

to 100 on 1/1)2000. equal-weighted 

Housing Composite 

Annual, absolute and relative to S&P 1500 

Absolute Pedormar 
442% 

428% .311%
WS .4% 

 .52% 41% 01% 

.14% - +1% os 

-1% 
49% -17% 

200 
-50% -51% 

150 Relative to S&P 1500 

103 
47% nn  *X% nn 

42% 
K2% 

441% 

OS 13% 

50 
58P 150 

■ Wi% 

4% 41% 
1Mr 
47% 41% 

-32% 
0 .51% 
2000 2001 2002 2003 2001 2005 2006 2007 2006 HOG 2010 2011 2012 201 2311 2015 

Source:J.P. Morgan. Blomberg 
90 91 '02 TO DO 'C6 '06 17 18 TO 10 11 12 13 14 IS 

Scurce:J.P. Morgan. Blocrnberg 

EFTA01071292



Duhravko Lakos-Bujas 
(1-212) 622-3601 
dubrayko.lakos-hujas@jomorgan.com 

Global Equity Strategy and Quantitative Research 
13 August 2015 

J.P.Morgan 

Growth at a Reasonable Price? After more than six years into this recovery, we believe there are few opportunities 
that offer stronger growth and cheaper valuation than housing. After multiple years of undcrperformance, housing 
stocks trade at a significant discount to the market even with stronger expected growth than rest of the market. 

• If housing were a unique GICS sector, it would offer the strongest earnings growth and second cheapest valuation. 
Based on consensus estimates, Housing stocks are expected to grow earnings by roughly 50% over a two-year period —
this is stronger than the organic growth sectors (Healthcare and Technology) and the lower oil price beneficiary 
(Discretionary). As for valuation, the multiples are as depressed as Materials, which is tied to the slowdown in China 
while housing is largely a domestic play. 
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Improving sentiment implies the sector is no longer toxic. Whether you gauge the sentiment by the Street's analyst 
ratings or short interest, Housing stocks have seen improvement in sentiment by market participants. Housing stocks have 
higher short interest as % of float (4.6% current vs. 10-Yr median of 5.0%) compared to rest of the market (3.6% vs. median 
of 3.4%), see Figure 10. The Street's sentiment has also been improving with average stock rating now similar to rest of the 
market (Bloomberg Mean Rating: I= Strong Buy, 4= Sell). This implies that the sector is slowly normalizing and less 
likely to be viewed as toxic by investors and could see continued accumulation. 

Figure 10: Investor Sentiment: Short Interest as % of Float Figure 11: Street's Sentiment: Average Stock Rating 
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Equity Plays Levered to Housing Theme: in the tables below, we identified housing-related stocks levered to a pick-up in residential investment. 

Figure 12: 100 Ideas Levered to Housing Recovery (continues to next page) 
Price as of as of 8/12/2015 
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Figure 13: 100 Ideas Levered to Housing Recovery (continues to next page) 
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Figure 14: 100 Ideas Levered to Housing Recovery 
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Macro Drivers: Demand, Supply, Affordability, Credit 

J.P.Morgan 

Housine Demand: firming on strong labor market (declining unemployment rate + rising wages), high consumer 
confidence, improving demographic trends (household formation), and low vacancy rates 

• The US economy has now entered its 371° month of >100k job creation. Since the start of the recovery (3Q09), the 
economy has created more than 11 million net jobs with the unemployment rate approaching 5%. 

• Wage inflation has a positive spill-over effect on consumer outlook and housing demand. The decline in the 
unemployment rate is likely to push real wage growth and fonvard expectations higher (Figure 16). 

Figure 15: 58 Straight Months of Job Creation Figure 16: Wage Inflation Now Beginning to Respond to Lower UE 
Since January 2008 BLS Employment Cost Index 
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• Both University of Michigan Consumer Sentiment and Conference Board Consumer Confidence are confirming 
robust consumer sentiment—holding near best levels seen during this expansion. 

• Homeowner and rental vacancies are sharply lower. Due to the severity of the last recession and tighter credit 
compared to prior recoveries, rental vacancies rates have declined to the lowest levels since the mid-1980s. The 
homeowner vacancy rate declined to 1.8% from a peak of 2.9% as the excess foreclosure supply was initially absorbed 
by all-cash investors and more recently by first-time homebuyers. 

Figure 17: Consumer Sentiment and Confidence Strong Figure 18: Homeowner and Rental Vacancies Low 
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• Even prior to the Great Recession, the household formation trend was under pressure due to declining 
affordability. And after the start of the recession, this trend accelerated as the unemployment rate for 25-34 year olds 
surged to over 10%, Figure 20. 

• This resulted in a decline in headship rate with a rising percentage of 25-34 yr olds living at home with parents. 
As the memories of the last recession fade and the availability of jobs and rising wages improves overall confidence, 
this population group could be a significant driver of household formation. 

• Household formation remains significantly below the long-term trend with a current "deficit" of 5.2 million 
households. As noted by JPMorgan Economists (Rental demand continues to soar), the recent household formation 
trend has been more encouraging: "Household formation had been unusually weak through the first several years of 
the expansion, growing at only about 0.6% per year or half its pre-recession trend. But the number of households, 
measured as the number of occupied housing units, surged in 4Q 14 and has held a stronger trend through the latest 
reading. The number of households in 2Q14 was up 1.1% ar and I.4%oya." 

Figure 19: Headship Rate Down as Young Adults Live at Home Figure 20: Household Formation Below Trend Since 2005 
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• Demographics support an increase in housing demand over the next 15 years (2015-2030). A pick-up in younger 
cohort of the working age population (ages 25.49) as a percentage of total working population (ages 25.64) is 
projected by the UN, see Figure 21. We seem to be at an inflection point in housing demand since the younger cohort 
is more likely to drive housing formation. 

• Google Searches confirm similar improvement in housing trends. Based on keyword searches such as "Buying a 
Home", "Title Insurance", "Home Price" and "First Home", there has been a pick-up in interest for all things housing. 

Figure 21: Demographics Support Increased Housing Demand 
US population ages(25-49) I ages(25-64) projected to increase through 2030 
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Figure 22: Google Searches Confirms Similar Trends in Housing 
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Housine Sunnily: supportive with months of supply and starts/permit activity well below historical trend 

• Existing and New Homes for Salc and Months Supply rose for several years before peaking at 570k ('06) and 12.2 
months ('09), respectively. Since the peak, however, the months supply has decreased sharply to levels seen prior 
to the housing boom. 

• New home sales lag existing home sales. Prior to 2006, new home and existing home sales grew in lockstep. 
However, during this recovery, homebuilders have continual to favor construction of larger homes over the $150-200k 
entry-level due to lower profitability of this segment. So far, this first-time buyer demand is being fulfilled by existing 
homes rather than new homes. Some homebuilders have responded to this demand, but due to costs (in particular land) 
the new home supply for entry-level housing is usually in the outskirts. 

Figure 23: Supply Has Tightened to Pre-Boom Levels Figure 24: Sales Recovering but New Home Sales Lagging Existing 
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• Housing Starts and Permits have risen steadily during this recovery but the activity remains well off peak levels. 
However, the current housing starts remain well below long-term historical trends, especially if adjusted for growth in 
population or households. 

• During this recovery, multi-family starts have been more robust than single-family with the decline of home ownership 
rate. In fact, last month's strength was driven almost entirely by the multi-family segment which is currently 
expanding at the fastest rate at any time since 1990 while single-family starts/permits are well below historical levels. 

Figure 25: June Housing Starts Above Consensus... Figure 26: ...But Strength Driven by Multi-Family 
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Housine Affordability: homes still affordable compared to long-term but rising home prices and higher interest rates 
over last two years is pushing affordability down. Strong job market and rising wages should continue to be a 
support. 
• The Homebuyer Affordability Index has declined for all and first-time buyers over the last two years due to rising 

home prices and higher mortgage rates, see Figure 27. It is worth noting, however, homes remain affordable when 
compared to long-tom historical trend. 

• We believe a continued improvement in job outlook and a meaningful pick-up in wage inflation could help stabilize 
and potentially reverse the recent home ownership trend, Figure 28. 

• As shown in Figure 28, the homeownership rate has declined from recent peak of 69.2% in 2004 to the lowest level 
since 1967 to only 63.4% in 2Q15 as households favor renting over owning. This decline has more than unwound the 
increases during last decade's housing boom and brought the homeownership rate to its lowest level since 1967. 

Figure 27: Homebuyer Affordability Index 
Light = monthly, dark = 1yr avg 
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Figure 28: Home Ownership Rate 
Since 1965 
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• Home price appreciation has leveled off since rising double-digit in 2013, but the recent —5% yly increases in both 
Case-Shiller and FHFA indices remains significantly above wage growth, see Figure 29. 

• The increase in the ratio of median existing home price to median household income since 2012 reflects the fact that 
home prices are rising faster than wages — a trend that is likely not sustainable over longer time period. This metric 
looks worse for new single-family home prices to household income, which is near an all-time high, see Figure 42. 

Figure 29: Housing Prices Showing an Upward, Albeit Slower Trend Figu e 30: Declining Affordability 
Since 2001 Existing home sales 
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• When adjusted for inflation, home prices remain 20-25% below previous peak levels. The Case-Shiller 20-city is 
26% below and FHFA HPI is 19% below last cycle peak in home prices. 

• Buying vs. Renting most attractive in last 15 years. The median price to median rent ratio has declined to an all-
time low of 263, compared to peak multiple of 390 and average multiple of 329. 

Figure 31: Home Prices Remain Far Below Peak Levels 
Price decline even lower after adjusting for Inflation 
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Figure 32: Home Price-to-Rent Ratio Reflects Rental Bubble 
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• Affordability impacted by incremental rising mortgage rates. As shown in Figure 33, 30yr fixed home mortgage 
rates for conventional loans have risen roughly +50bps since 2012 to 3.90% while Jumbo rates have risen by roughly 
+39bp to 4.29%. Every 50bp increase in mortgage rates is equivalent to a 6% increase in home prices. 

• Despite the pick-up in mortgage rates over the last two years, the absolute levels remain low compared to long-term 
average and even compared to post-recession levels. 

• Historically, bear flatteners are not associated with negative performance for housing stocks. As shown in Figure 35, 
homebuilders have outperformed the market during bear flatteners. On the contrary, bear and bull steepeners carry 
worse implications for homebuilder performance. underlining the importance of long rates for the housing market. 

Figure 33: Fixed 30Yr Home Mortgage National Average 
Since 1999 
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Figure 34: Rising Rates Not Necessarily a Negative for Housing 
Homebuilder performance during rate cycles since 1991 
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Household Leverage and Credit Standards: households delevered balance sheets; banks easing credit standards 
• Household balance sheets at best levels in more than a decade. During this recovery, households leverage has 

continued to decline as % of disposable income and %of GDP, see Figure 35. Also, the debt service ratio (payments 
as % of disposable income) is at the lowest level and still declining, see Figure 36. 

• The sharp decline in household debt metric is likely due to declining homeownership rate, write-down of bad 
mortgages, and rising disposable income. 

Figure 35: Total Household Debt Low, Capacity for Higher Leverage Figure 36: Household Incomes Can Support Higher Debt Payments 
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• Banks are easing credit with the senior loan officer survey indicating favorable trend in credit. As highlighted by 
J.P. Morgan Economics, the latest report showed that a larger share of firms cased lending standards over the past three 
months and firms reported stronger demand. 

• Lending standards should continue to improve with further decline in unemployment rate, higher wages, and low 
household leverage. Also worth noting, the mortgage refinancing cycle (4Q08-2Q13) is likely behind us with the Fed 
expected to begin raising rates sometime this year, see Figure 38. In this environment, banks are likely to increase 
focus on new mortgage originations, which should support the housing recovery. 

Figure 37: Easier Credit a Positive 
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Figu e 38: Fed Liftoff a Concern for Mortgage Rates 
Blue shaded = rising rate cycles 

1250 10% 

1050 8% 

79) 6% 

go 4% 

2% 

0% 
90111213'9036'9317,3899'0011 0313C05138'07XIBW101112131415181718 

Sauce: JP. Morgan. Federal Reserve and Freddie Mac 

CO. keitms Rae Ay 
14 awe

mew "" 
1514 ..231c• *Ste 

Fiedit Myr 
commtment rate 

Fed F 

Fed Fwd. 

14 

EFTA01071302



Duhravko Lalcos-Bujas 
(1-212) 622-3601 
dubrayko.lakos-hujas@Somorgan.com 

Global Equity Strategy and Quantitative Research 
13 August 2015 

J.P.Morgan 

Relative Valuation: as mentioned earlier, residential housing is one of the few investments remaining, which trades at an 
attractive valuation in our view. It trades at a discount to equities and Gold. However, a tepid rise in household incomes 
would likely keep new home prices from rising too sharply. 

• Relative to Equities, Homes more attractive. Currently, it takes 137 units of S&P 500 index to purchase a median 
priced home in the US, see Figure 39. This represents a 48% discount to its long-term median of 260. 

• Even after the recent decline in Gold, Homes are a cheaper hard-asset alternative. Even with the recent decline 
in Gold, homes remain a more attractive hard-asset than gold. It currently takes 240oz of gold to buy a median home 
compared to long-term median at 332oz. 

Figure 39: 137 Units of SW 500 to Purchase a Single-family Home Figure 40: 240 Ounces of Gold to Purchase a Single-family Home 
Long-term median: 260 units of S&P 500 Long-term median: 332 oz. gold 
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• Oil inching towards parity with Housing. With the recent decline in oil, it is becoming increasingly more attractive 
vs. housing, see Figure 41. However, housing is still a relative bargain given that it currently takes 4700 barrels of oil 
to buy a home vs. long-term median at 5,400, see Figure 41. 

• Risk to housing: tepid growth in household income. The S&P Case Shiller Home Price index has risen 34% from its 
low, while the median household income has only risen 5% since 2010. This divergence helps to explain new home 
purchase price to household income ratio rising back to near peak level of 5.4yrs compared to LT median of 4.0yrs. A 
significant pick-up in wage inflation could help push this metric lower or if more homebuilders decide to build more 
lower priced entry-level homes. 

Figure 41: 4,700 Barrels of Oil to Purchase a Single-family Home 
Long-term median: 5.400 barrels of oll 
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Figure 42: New Single-family Home Price to Household Income/Yr 
Long-term median: 4.0 yrs of income 
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Commodity Prices: commodities linked to housing are rising. While we acknowledge most commodities are widely used 
outside of residential housing, a notable change in housing activity nonetheless should impact these commodities. We 
selected the following commodities to monitor the health of the housing market: lumber, gypsum, cement, and aggregates. 
• Though steel framing has become more popular recently, an overwhelming majority of new homes constructed 

continue to rely on lumber for the shell / skeleton. Lumber prices in the US have risen 9.5% above last cycle's peak. 

• Drywall installation generally occurs toward the end of home construction and thus lags housing starts and therefore 
demand for Gypsum is more closely aligned with housing completions. Gypsum prices made a new all-time high in 
February of this year, capping a 56% rally since crashing 32% in '06-07 

Figure 43: Lumber 
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Figure 44: Gypsum (principle component of drywall) 
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• Pouring a home's concrete foundation is one of the first steps taken in constructing a new home after site prep, grading 
and installation of basic utility footings. Concrete is a composite material prepared on-site from cement (10-15%), 
water (15-20%) and aggregates (60-75%). 

• Cement prices, which took six years to recover since pre-crisis highs, continue to move higher reflecting broad-based 
demand from global construction. The cost of aggregates, which never declined during the crisis (partially due to 
infrastructure related expenditures), continues to move higher with the pick-up in residential and non-residential 
construction. 

Figure 45: Cement 
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Figure 46: Aggregates (crushed stone, rock and sand) 
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Stronger Fundamentals for Housine Stocks: 5-6% revenue growth and margin expansion expected to drive double-
digit earnings growth. Full-year estimates have been revised down, which is setting up beats for rest of the year. 

• Stronger sales and earnings growth: housing stocks on average offer stronger revenue growth in the coming quarters 
compared to low single-digit growth for S&P 500 (ex-energy). This coupled with margin expansion is expected to drive 
double-digit earnings growth in the upcoming quarters. 

Figure 47: Consensus Revenue Growth vs S&P 500 ex-Energy Figure 48: Consensus Earnings Growth vs S&P 500 ex-Energy 
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• Significant margin expansion: the Street is expecting significant expansion for companies linked to housing with net 
income margins expected to increase from 6.4% (last four quarters) to 7.1% over the next four quarters (3Q15-2Q16). 
Based on estimates, margin expansion is expected to be driven by declining raw material prices while selling and 
administration expenses am expected to rise slightly in comparison, see Figure 50. 

Figure 49: Net Income Margin 
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Figure 50: Net Income Margin Drivers 
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• 2015 earnings revised down by 5% over last six months: As shown in Figure 52, the Street has sharply revised down 
2015 estimates over the last six months. This is likely setting up easy beats for rest of the year as residential investment 
picks up in the coming quarters. 

Figure 51: 202015 Earnings Revisions, Last 6 Months Figure 52: 2015 Earnings Revisions, Last 6 Months 
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• Sharp earnings beats seen in 2Q15 likely to continue into YE. 70% of companies in the housing composite beat on 
the bottom-line with an earnings surprise of +7.7% but the quality of beats was poor with more companies missing than 
beating on the top-line. 

Figure 53: % of Companies Beating on Revenue and Earnings 
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Figure 54: % Revenue and Earnings Surprises 
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• Strongest growth seen by housing stocks within Industrials and Discretionary. Similar to S&P 500 sectors, the 
strongest surprises were delivered by housing-related Financials. 

Figure 55: Earnings Report - Housing Stocks 
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• Strongest Consensus Earnings Growth by Company: the figures below show next twelve months earnings growth for 
housing stocks, sorted from strongest to weakest. About a quarter of the housing names are expected to deliver >30% 
earnings growth. 

Figure 56: Strongest WY Earnings Growth (Next Twelve Months) 
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Figure 57: Weakest Y/Y Earnings Growth (Next Twelve Months) 
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Characteristics of Stocks Levered to Housinp: in this section of the report, we compare the financial metrics of 
housing stocks to S&P 1500. Generally, stocks levered to housing have higher growth with riskier attributes: 

• Similar valuation but stronger expected growth: on average housing stocks trade at a similar EV/EBITDA and PIE 
(NTM) multiples but have a higher growth profile on average. Housing companies have significantly higher sales and 
EPS growth of +6.8% and +18% (vs. +1.5% and +11% for S&P 1500). 

Figure 58: 
Median for Housing 
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• Size: similar in market-cap though smaller in profits. Housing stocks are similar in size to S&P 1500 names ($3.9b 
median market cap vs. 54.26 median market cap for S&P 1500) but generate lower net income ($87m vs. $135m). 

• Leverage: higher financial leverage with a median total debt to equity ratio of 0.72x vs. 0.54x for S&P 1500 and lower 
interest coverage ratio of 5.9x vs. 9.0x. 

Figure 60: SIZE: Market Cap and Net Income 
Median for Housing Stocks vs S&P 1500 
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Figure 61: LEVERAGE: Debt/Equity and Int Coverage 
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• Liquidity: similar cash balance but cash flow yield lower. Housing companies on average hold 7.4% cash as % of 
market (similar to S&P 1500 companies) and a generate lower cash flow as % of market cap (2.8% vs. 4.4%). 

• Cash usage: lower capex requirement and lower dividend yield. Housing companies have a lower capex requirement 
at 1.8% of sales compared to S&P 1500 at 3.2%. Dividend yield on average is also lower at 1.4% vs 2.0%, for S&P 
1500. 

Figure 
Median 
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• Surprisingly, higher return on investment and similar volatility. Housing stocks generate stronger return on 
investment (on both ROA and ROE) than S&P 1500 companies. More surprisingly, however, the risk profile is similar 
as measured by both beta and annualized volatility for an average housing stock vs. S&P 1500. 

Figure 64: PROFITABILITY: ROA and ROE 
Median for Housing Stocks vs S&P 1500 
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Figure 65: RISK: Beta and Volatility 
Median for Housing Stocks vs S&P 1500 
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• Sentiment: on average, housing names have higher short interest as compared to the rest of the market and the Street is 
less constructive on the target price upside — the median consensus target price upside is 10% compared to 12% for the 
rest of the market. 

Figure 66: SENTIMENT: Short Interest as % of Total Float, Days Short 
Median for Housing Stocks vs S&P 1500 
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Figure 67: SENTIMENT: Average Analyst Stock Rating, Consensus 
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Upside 

Shareholder yield near 5% for Housing Stocks. Perhaps due to the uneven growth and highly cyclical nature of most 
companies levered to housing, the shareholder yield has been quite volatile over the last few years. Over the last twelve 
months, the total shareholder yield increased to 4.7%, which is now higher than the S&P 500 at 4.1%. 

• As shown below, housing companies have been inconsistent with buybacks with net buyback yield in the range of -0.1 
(2008) to 3.6% (2011) of market cap. However, the dividend payout has been more consistent and rising. 

Figure 68: Corporate Activity (Share Issuance and Repurchases) 
Housing Stocks 
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Valuation: housing stocks trade richer on trailing multiples but at a discount on forward and book multiples 

• Based on median PIE (LTNI), housing stocks trade at a premium to S&P 1500 but trade at a discount on forward 
next twelve months multiple. Based on forward multiples, housing stocks trade at more than Ix discount compared to 
the market. As historical and forward multiples converge, this could be a source of upside for housing stocks. 

Figure 69: Price to Earnings (LTM) 
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Figure 70: Price to Earnings (NTM) 
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• Housing stocks on EV/EBITDA (LTM) trade at a premium: Due to significantly higher expected growth, housing 
stocks on EV/EBITDA trade at a premium to S&P 1500 companies. 

• On a book value basis, housing stocks trade at a discount to the market but inline with its 15y r average. 

Figure 71: EV/EBITDA 
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Figure 72: Price to Book 
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J.P. Morgan US Housing Basket — JPAMHOUS <Index> 
Housing market fundamentals remain constructive with a pick-up in demand, tightening supply, high affordability, low 
household leverage, and easing credit standards. After more than six years into this recovery, we believe there are few 
opportunities that offer stronger growth and cheaper valuation than housing, and recommend investors overweight stocks 
and industries that are exposed to it. The J.P. Morgan US Housing Basket is composed of a diversified portfolio of 
companies that have direct or indirect exposure to the US housing market and should benefit from the continued 
pick-up in residential investment. Basket constituents are screened for liquidity (trade at least $10M ADV), and include 
direct beneficiaries of housing (e.g., Homebuilders, Building Products) as well as derivative industry plays (e.g., Durables, 
Retail, Financials). The basket contains 65 names, and the weights are optimized to replicate as closely as possible an equal-
weighted basket, subject to a maximum of 10% of ADV traded in any single name within a $100M basket. The basket can 
be accessed on Bloomberg via ticker JPAMHOUS <Index>. 

Figure 73: Composition of the J.P. Morgan US Housing Basket — JPAMHOUS <Index>. as of Aug 12th 2015 
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Basket Performance 

In this section, we examine the hypothetical performance of the J.P. Morgan US Housing Basket over the last three years'. 
The basket — JPAMHOUS <Index> — would have returned +18% on an annualized basis, narrowly outperforming the S&P 
Homebuilders Select Industry Index (SPSIHOTR Index), which returned +17.7% over the same period. The correlation of 
the basket to the SPSIHOTR Index is 93%, and the recent 6M realized volatility of the basket is 12.5% (the realized 
volatility of the SPSIHOTR Index over the same time frame is 1.5 vol points higher at 14.1%). The figures below show the 
performance and volatility of the J.P. Morgan US Housing Basket vs. that of the SPSIHOTR Index. The historical beta and 
correlation between them is also shown in the charts below. 

Figure 74: Hypothetical performance of JPAMHOUS and SPSIHOTR Figure 75: Daily Returns of JPAMHOUS vs. SPSIHOTR 
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Figure 76: 6M Realized Volatility of JPAMHOUS vs. SPSIHOTR Figure 77: 6M Beta and 6M Correlation of JPAMHOUS vs. SPSIHOTR 
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Not all stocks in the basket have 3 years of price history (BCC, ALLE, TPH, RH, HRTG, AMH, and RLGY). In such cases, we have 
replaced the stock with an equivalent quantity of cash prior to its listing for the purpose of the back-test. 
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Additional Basket Methodology Information 

In order to keep the basket relevant to the investment theme, J.P. Morgan reserves the right to review the following at any 
time: 

• Basket methodology. This is to ensure the rules of the basket remain relevant following any structural changes to 
the theme. This may include ensuring that the sector exposure of the basket remains broadly consistent with the 
investment theme. 

• Basket change implementation. J.P. Morgan will consider extending the implementation of changes to the basket 
composition from one trading session to any period up to five trading sessions in the event that a material increase 
in the liquidity or capacity of the basket is required to minimize market impact. 

Corporate actions may affect the JPAMHOUS basket. The composition of a custom basket is typically adjusted in the 
following manner: 

• Cash Merger. The divisor is adjusted and we remove the merging company from the basket on the day of merger 
and redistribute gains into remaining companies according to recalculated market cap weights of surviving 
constituents in the basket. 

• Stock Merger. If the acquirer is a member of the basket, then the weight allocated to the acquired will transfer to 
the surviving entity on the close of the last day it trades. If the acquirer is not a part of the basket, then proceeds 
(losses) from the acquired company will be redistributed to the surviving basket constituents based on the 
recalculated weighting on the close of its last trading day. 

• Spinoffs. The spinoff company and parent will be included in the basket and both the spinoff and parent company 
weights will be readjusted according to new market capitalizations after the spinoff date. 

• Tender Offers & Share Buybacks. The company remains in the basket and its weight is adjusted according to the 
impact the tender/buyback has on the stock's market value. 

• Delistingfinsolvency/Bankruptcy. The company is removed from the basket as of the close of the last trading day, 
and the proceeds (losses) will be redistributed into remaining companies according to re-calculated weights of 
remaining companies in the basket. If a stock trades on "pink sheets" it will not be included in the basket. 
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Appendix I: Price Decline Housing vs Tech 
Figure 78: Tracking the Recovery in Housing Stocks 
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