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Housing to stay on positive growth
track


The recent housing surge is likely to abate
soon



But a bubble has not emerged



And fundamentals are favorable for
continued moderate gains

Housing has so far weathered the Corona
pandemic well. Indeed, the US housing market
index reached a new all‐time high in October
(see Chart 1). In our view, the surge in housing
activity is partly transitory and likely to abate in
coming months. However, we believe housing
remains on a positive growth track and is not
entering a bubble.
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We were already positive on housing before the
Corona Pandemic (see also ZAIS Insight
“Housing on track for moderate gains”, April
20192). The lockdown in March and April
interrupted the up‐move in housing but activity
and prices have rebounded strongly since then
(see Chart 2).
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Source: National Association of Realtors and U.S. Census
Bureau 4

The surge is transitory and likely to abate

Chart 2: US housing sales and prices
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In our view, the housing surge has four drivers:


The pent‐up demand caused by the
lockdown;



Increased demand for single‐family housing
outside of big city centers;

Housing activity dropped between 20% and 50%
in the two months to April during the lockdown
(see Table). Yet by September housing sales
and starts stood well above the pre‐lockdown
levels except for multiple‐unit housing starts.
On a cumulative basis, however, the surge in
activity was not enough to offset the prior
declines except for new home sales, pointing to
still pent‐up demand. We expect these gaps will
close in coming months, reducing the pressure
from pent‐up demand. Indeed, new single‐
family home sales already leveled off in August
(see Chart 2).
The other transitory factor is the boost to
disposable incomes from government transfer
payments. Disposable personal incomes surged
by 13% between February and April, but the
transfer boost has faded since then and
disposable personal incomes have gradually
realigned with the trend before the Corona
pandemic.5
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Nevertheless, households had 7.8% more
income at their disposal in the first nine months
of the year than they did a year earlier. We
believe some of that extra money was spent on
housing given people spending more time at
home and fewer other spending opportunities.
The political deadlock in Washington before the
election has prevented a new stimulus package.
We think this will change after the election but
doubt that the next round of transfer payments
will have the same effect on disposable personal
incomes as in 2020.

The power of lower interest rates

Importantly, households are not excessively
leveraged which, in combination with lower
mortgage rates, has significantly reduced
mortgage‐debt service payments (see Chart 4).
Households have also increased their savings
rate, giving them more capacity to take on loans
and make down‐payments.
Chart 4: US household finances
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A more powerful and lasting factor is, in our
view, the effect of lower mortgage rates, as
housing is traditionally one of the most interest‐
rate sensitive sectors of the economy.
Mortgage rates were already on the decline
before the start of the Corona pandemic: the
30‐year mortgage rate dropped from nearly 5%
in November 2018 to a historical low around
2.8% now (see Chart 3). Based on our
calculations that means a median family could
afford to spend about 30% more on a home
than two years ago.6
Chart 3: US 30-year mortgage rate
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Furthermore, we believe banks will remain
supportive of the mortgage intermediation
process. Banks have tightened lending
standards,9 but we think are in better shape
than during the financial crisis (see also ZAIS
Insight “Banks are in better shape to weather
the Corona fallout,” August 202010).
The combination of very low mortgage rates
with good household and banking balance sheet
health is a positive driver for housing. We
believe Fed interest rate policy will support this
favorable environment for several years to
come.
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Changing housing preferences
The other more lasting factor, in our view, is the
impact of the Corona pandemic on housing
preferences. As described below, the evidence
so far points to a shift from city‐center living to
suburban single‐family homes.

25% in the years prior to the financial crisis
(see Chart 5)
Chart 5: New mortgages by credit scores
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(see Table above).
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The trend change is also reflected in house
prices. Nationwide house prices rose 5.0%
annualized between February and August yet
house prices in New York City, for example,
inched 0.1% lower.11
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We are mindful of a temporary overreaction but
believe that housing preferences are changing
due to the Corona pandemic and that this
change will last a few years. Spending more
time at home, working from home and the
desire for more space and distance are likely to
be important criteria for homebuyers in coming
years.

This is not 2006
Despite the current buoyancy, developments in
the housing market show no resemblance to the
excesses of the housing bubble in the mid‐
2000s.




First, and as pointed out above, household
balance sheets are in much better shape
due to less leverage, a lower debt‐service
burden and a higher savings rate (see again
Chart 4).
Second, the regulatory environment has
tightened a lot since the financial crisis,
especially for mortgage‐lending standards.
As a result, mortgage origination for those
with the top credit scores now accounts for
roughly 70% of all mortgages versus just
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Third, housing construction activity is not
excessive. New home sales have recovered
since the financial crisis, but have not made
up the prior losses (see Chart 6). In our
view, there is actually a shortage of housing.

Chart 6: New one-family homes for sale
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Not 100% bullet proof

Fourth, house price appreciation is not out
of line with income growth, as it was before
the financial crisis (see Chart 7). We believe
that rising house prices will over time have
an automatic stabilizing function as banks
no longer offer mortgage affordability
products like zero down‐payments and
teaser payment loans.

We have entered uncharted territory with the
Corona pandemic and it would be foolish to
think that housing can thrive no matter what
happens in the economy otherwise. Two risk
factors stand out in our view.


First, a financial crisis triggered by the
Corona pandemic. We think the Fed will be
able to prevent this from happening, but
that is not assured.



Second, a structural rise in unemployment.
We believe the labor market will take many
years to recover and may potentially
experience temporary setbacks. A risk for
the housing market, however, would be a
trend‐shift to a structurally deteriorating
labor market. We think the probability of
that happening is not large, but
acknowledge that labor market
developments must be watched closely for
signs of change.

Chart 7: House prices & household income
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directly or indirectly to any party other than the recipient.
By accepting receipt of this document, the recipient agrees
to comply with this restriction and confirms its
understanding of the limitations set forth in these
disclaimers.
Source of Information
Unless otherwise noted, the source of information for the
charts, graphs, and other materials contained herein is
ZAIS. The charts, tables, and graphs contained in this
document are not intended to be used to assist the reader
in determining which securities to buy or sell or when to
buy or sell securities. Additional information is available
upon request.
Nature of Information Provided
This information has been prepared solely for
informational purposes and is not an offer to buy or sell or
a solicitation of an offer to buy or sell any security or
instrument or to participate in any trading strategy which
may or may not be made available. Any such offer of
securities would, if made, be made pursuant to definitive
final private offering documents, which would contain
material information not contained herein (including
certain risks) or material that differs from the information
contained herein and to which current and prospective
investors are referred. Any decision to invest should be
made solely in reliance upon such private offering
documents. In the event of any such offering, this
information shall be deemed superseded, amended and
supplemented in its entirety by such private offering
documents. Information contained herein does not
purport to be complete and is subject to the same
qualifications and assumptions, and should be considered
by investors only in the light of the same warnings, lack of
assurances and representations and other precautionary
matters, as disclosed in an applicable private offering
memorandum and subscription agreement. No
representation or warranty can be given with respect to
the terms of any offer of securities conforming to the
terms hereof. There is no guarantee that the strategies set
forth herein will be successful. The information should
only be considered current as at the date specified herein
and is subject to change at any time and without notice.
Statements made herein that are not attributed to a third
party source reflect the views and opinions of ZAIS.
Opinions
Certain information contained herein represents ZAIS's
current reasonable opinion and is based on unaudited and
forecast figures which have been derived from multiple
sources and have not been subject to specific due
diligence. The information has been provided in good faith
but is not guaranteed and is subject to uncertainties
beyond ZAIS's control and should not be relied upon for
the purposes of any investment decision. ZAIS makes no
representations or warranties and accepts no liability

whether in contract, tort or otherwise for (1) the
information not being full and complete, (2) the accuracy
of any opinion, (3) the basis on which any comparison has
been drawn or the facts selected to make such comparison
and (4) the assumptions underlying any opinions. ZAIS
does not undertake to update its opinions. No opinion of
this nature can be, and this information does not purport
to be, full, complete, comprehensive or to contain all
relevant information. Statements made herein that are not
attributed to a third party source reflect the views and
opinions of ZAIS.
Forward‐Looking Statements
These materials may contain statements that are not
purely historical in nature but are “forward‐looking
statements”. In some cases, you can identify forward‐
looking statements by terms such as “anticipate,”
“believe,” “could,” “estimate,” “expect,” “intend,” “may,”
“plan,” “potential,” “should” and “would” or the negative
of these terms or other comparable terminology. These
forward‐looking statements include, among other things,
projections, forecasts, estimates or hypothetical
calculations with respect to income, yield or return, future
performance targets, sample or pro forma portfolio
structures or portfolio composition, scenario analysis,
specific investment strategies or proposed or pro forma
levels of diversification or sector investment. These
forward‐looking statements are based upon certain
assumptions, some of which are described herein.
Prospective investors are cautioned not to place undue
reliance on such statements. No representation is made by
ZAIS as to the accuracy, validity or relevance of any such
forward‐looking statement and the recipient agrees it is
solely responsible for gathering its own information and
undertaking its own projections, forecasts, estimates and
hypothetical calculations. Actual events are difficult to
predict, are beyond ZAIS’s control, and may substantially
differ from those assumed. All forward‐looking statements
included herein are based on information available on the
date hereof or such date specified and ZAIS does not
assume any duty to update any forward‐looking statement
contained herein. Some important factors which could
cause actual results to differ materially from those in any
forward‐looking statements include, among others, the
actual composition of the investment portfolio, any
defaults to the investments, the timing of any defaults and
subsequent recoveries, changes in interest rates, changes
in currency rates and any weakening of the specific
obligations included in the portfolio. Accordingly, there
can be no assurance that estimated returns or projections
can be realized, that forward‐looking statements will
materialize or that actual returns or results will not be
materially lower or higher than those presented. The value
of any investment, and the income from it, may fall as well
as rise. Accordingly, there can be no assurances that an
investor will receive back all or any of the original capital
invested. Further, the eligible investments may be
leveraged and the portfolio of eligible investments may
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lack diversification thereby increasing the risk of loss.
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