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exit points and adds alpha. TPA defines each stock as Trend or Range to identify actionable inflection

points.

“In the short run, the market is a voting machine, but in the long run, it is a weighing machine.” -
Benjamin Graham
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The argument that lower rates will decrease home prices ignores reality.

This week, Jack Manley, Global Market Strategist at J.P. Morgan Asset Management put forth the
argument that shelter costs are a main component of inflation and that, by lowering rates, more supply
will come to market, causing home prices to decline. “You’re not going to see meaningful downward
pressure on shelter costs until the Fed lowers interest rates, mortgages come down to a more
reasonable level, and supply comes back online because people are willing to step into that market,”
Manley said.

Manley is not alone. Oppenheimer’s John Stoltzfus hinted last week at the idea that lower mortgage
rates would prompt more people to sell their homes, leading to more supply and potentially softer
prices. If people could afford to buy homes, they wouldn’t need to rent as much, and rents could
stabilize.

If | can summarize, the argument must be that lower rates will allow current owners to sell their homes,
move, and buy other homes because lower rates make new homes more affordable. More supply will
depress home prices, which, in turn will force rents lower. Lower home prices and lower rents will mean
lower inflation.

Unfortunately, Manley’s argument is like a Twinkie, delicious but with no

redeeming nutritional value.

Manley is correct to focus on shelter costs. In the 3/14/24 World Snapshot entitled Why the FED cannot
lower rates yet., TPA explained that shelter (home prices and rents) accounts for about one third of the

CPI basket. So, no matter what other parts of CPI do, shelter is the gorilla in the room.

The argument that lower rates will create more housing supply, however, ignores two main features of
the housing market:

1. Homes are unlike most other things that people buy and sell. You need a home as a place to
live. When most people sell a home, they need to buy a home. If everyone who sells a home
buys a home, the net addition to supply is zero. The only way a sale could add to the housing
supply is if the home sold was not the primary residence. Unfortunately for Mr. Manley’s
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argument, according to NAHB estimates, the total count of second homes accounted for 5.11%
of the total housing stock in 2020.

2. The second feature of TODAY’s housing market makes Manley’s argument not only wrong but
very risky. There is a huge deficit of homes in the U.S. Simply put; there are far more buyers of
homes than inventory of homes. That is the reason for the meteoric rise in home prices in the
past 4 years. The only reason more people are not buyers right now is a historic rise in rates.
Lowering the costs of buying a home will only bring these buyers into the market; increasing
demand and home prices.

In the 11/15/23 World Snapshot, Lower Rates Will Increase Home Sales and Home Prices, TPA
discussed the current market, dynamics that exist in the housing market. | explained that any
interest rate decline would occur in an environment of low housing supply, full employment, a
stubbornly robust economy, and continued demand for homes. | divided the players in the
market into 4 categories to determine their effect on the overall market:

1. Downsizers

2. Upgraders

3. First time home buyers

4

Second home owners

Spoiler: if you consider all the parties, the effect of lower rates will be more home transactions AND
higher prices.

The 4 players in the housing market

W\ Baby Boomers

T -

Expanding families

Millennials
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In order to look at the possible Inventory, Sales, and Price effects on the housing market, it is helpful to
consider how different players in the market would be affected by a decrease in rates. In the table
below, we have divided the players in the housing market into 4 types:

e Downsizers — people who would like to sell their larger homes and buy a smaller home to lower
their monthly housing costs. These people have held off selling at higher prices, because a
smaller home would not save them much money due to increased mortgage rates. Now, with
financing becoming more attractive, they may consider a sale.

EFFECT - since they are both buying and selling, the effect should be neutral.

e Upgraders — people who want or need a larger home for their family. These people have held

off buying because higher rates made it prohibitive or because there was no supply.
EFFECT - since they are both buying and selling, the effect should be neutral.

e First-time buyers —mostly people in their 20s and 30s have been kept out of the market because
of high prices, lack of supply, and, most recently, rates that made buying prohibitively
expensive.

EFFECT — lower rates will entice some of these people to act. The act will mean buying and more
demand.

e Second homeowners — these people have 2 or more homes. They are usually wealthier and less
likely to use a mortgage.

EFFECT —although these people may be tempted to sell at high prices and lower rates may make it
easier for some people to buy from them, it is hard to determine if there would be any net effect.

Manley’s argument for lower rates leading to lower prices rests on the idea that supply will outweigh
demand. The nature of home ownership and the current supply/demand situation flatten Manley’s
Twinkie.

CLICK ON LINKS BELOW FOR TECHNICAL INDICATOR EXPLANATIONS:

ASCENDING - DESCENDING TRIANGLE
BASING-TOPPING-CONSOLIDATION

BREAKOUT (Breakdown)

CHANNEL & RANGE

DIRECTIONAL MOVEMENT INDEX (DMI)

DOUBLE BOTTOM or DOUBLE TOP

MACD-MOVING AVERAGE CONVERGENCE-DIVERGENCE
MOVING AVERAGES

RELATIVE STRENGTH & PEER STOCK PERFORMANCE
REPEATING PATTERNS

RSI-RELATIVE_STRENGTH

SUPPORT, RESISTANCE, BREAKOUT, BREAKDOWN
TREND



https://docs.wixstatic.com/ugd/eb4ead_f18de46082314e0e9627eabea8457628.pdf
https://docs.wixstatic.com/ugd/eb4ead_fd53e8d5e1da4226b02a05d6f608f7af.pdf
https://docs.wixstatic.com/ugd/eb4ead_a322c293085c4b729de9bcc37429b7b2.pdf
https://docs.wixstatic.com/ugd/eb4ead_5a74d4137b3d45dea18c33a7d631d8f2.pdf
https://docs.wixstatic.com/ugd/eb4ead_a770c01c33574d46a95cd6be46f10723.pdf
https://docs.wixstatic.com/ugd/eb4ead_d4b3a260322d4fa9af6899b663ea025e.pdf
https://docs.wixstatic.com/ugd/eb4ead_67bbc64b4e5a4308a1e30a4a4dbefb78.pdf
https://docs.wixstatic.com/ugd/eb4ead_9962277ade65403c983060b8ed3ed6d0.pdf
https://docs.wixstatic.com/ugd/eb4ead_5ef1ec245a4e4f16bf8e93715ba88ab1.pdf
https://docs.wixstatic.com/ugd/eb4ead_b3e5c9df530b47c8a264cbff4006b851.pdf
https://docs.wixstatic.com/ugd/eb4ead_ec5528be278f48d5941c099986d49dc5.pdf
https://docs.wixstatic.com/ugd/eb4ead_0c4bb98d26744610963797c1a6b2e09f.pdf
https://docs.wixstatic.com/ugd/eb4ead_38e37d04385b4c54903317793012c645.pdf

ALWAYS REMEMBER: No strategy exists in a vacuum — always evaluate the relevant sector & market.
Over 80% of portfolio performance is determined by sector and market forces (Ibbotson & Kaplan
study — January/Febuary2000)

Turning Point Analytics Disclaimer

Turning Point Analytics (TPA) is only one of many tools that an investor should use to make a final
investment decision. TPA is an overlay on top of a client’s good fundamental or macro analysis. TPA
does not create or provide fundamental analysis. The information in this communication may include
technical analysis. Technical analysis is a discipline that studies the past trading history of a security
while trying to forecast future price action. Technical analysis does not consider the underlying
fundamentals of the security in question and it does not provide information reasonably sufficient
upon which to base an investment decision. Investors should not rely on technical analysis alone while
making an investment decision. Before making an investment decision, investors should consider
reviewing all publicly available information regarding the security in question, including, but not
limited to, the underlying fundamentals of the security and other information which is available in
filings with the Securities and Exchange Commission. The information and analysis contained in
reports provided by TPA are copyrighted and may not be duplicated or redistributed for any reason
without the express written consent of TPA. The information in this communication is for institutional
or sophisticated investors only. By accepting this communication, the recipient agrees not to forward,
and/or copy the information to any other person, except as permitted, or required by law. TPA does
not guarantee accuracy or completeness. TPA is a publisher of technical research and has no
investment banking or advisory relationship with any company mentioned in any report. Reports are
neither a solicitation to buy nor an offer to sell securities. Past performance is in no way indicative of
future results. Opinions expressed are subject to change without notice. TPA will provide, upon
request, the details of any past recommendations. TPA’s analysis and recommendations should not be
used as the sole reason to buy or sell any security. TPA may compensate brokers and intermediaries
for sales and marketing services. You understand and acknowledge that there is a very high degree of
risk involved in trading securities and/or currencies. The Company, the authors, the publisher, and all
dffiliates of Company assume no responsibility or liability for your trading and investment results. It
should not be assumed that the methods, techniques, or indicators presented will be profitable or that
they will not result in losses. Statements, data, and analysis made by TPA or in its publications, are
made as of the date stated and are subject to change without notice. TPA and/or its officers and
employees may, from time to time acquire, hold, or sell a position in the securities mentioned herein.
Upon request, TPA will furnish specific information in this regard. TPA will not be held liable for losses
caused by conditions and/or events that are beyond TPA’s control, including, but not limited to, war,
strikes, natural disasters, new government restrictions, market fluctuations, and communications
disruptions.







