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The recent trend in U.S. residential housing conditions is downright discouraging for ~ Chart 1
those trying to buy a new home, and even worse for those looking to buy their first
home. Ongoing supply shortages in the housing market have pushed the median
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price for an existing single-family home 50% higher than pre-pandemic levels. Mean- 800
while, the Federal Reserve has been lifting interest rates for 18 months in its effort to

cool inflation, which has resulted in a 23-year high in mortgage rates. Rising house 700
prices coupled with rising mortgage rates mean housing affordability has become

very unaffordable. 600
One particular segment of the housing market experiencing especially difficult times is
first-time home buyers, who tend to be millennials. According to the real estate servic- 500
es company Redfin, the inventory of starter homes for sale has fallen almost 50% over

the last decade (Chart 1). Naturally, the flip side to dwindling supply is higher prices as 400
potential buyers have fewer homes to choose from, creating fierce competition with
multiple offers, waived conditions, and frequent bidding wars. Part of the reason for 300
the shortage of starter homes is that baby boomers and other older generations are

simply not relocating due to prohibitive lending rates. But before you say, “OK, boom- | 200

er,’there are other reasons as well, for instance institutional investors who've been
snatching up residential real estate since the early 2010s to rent back to individuals at
inflated rates. Lack of construction is another issue; in 1970, starter homes made up
35% of new homes built, but that number has dwindled to under 10% today.
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Source: Redfin
Note: "Starter" homes include properties in the
5th - 35th percentile by sale price.

Low housing inventories are a perfect example of a societal problem leading to
economic problems. Lack of housing supply delays house purchases and household Chart 2
formation which can have long-term demographic repercussions. Home ownership —
is also the single most important aspect of intergenerational wealth creation for #7940 Hours of Work Needed To Pay For Monthly Rent
most Americans, so a lack of supply creates an obstacle for millennials to start build-
ing wealth. In the shorter term, delaying home purchasing impacts the real estate
industry as well as secondary and tertiary spending associated with home ownership.
Meanwhile, millennials unable to find, buy and move into their starter homes keep 40
rents higher than would otherwise be the case (Chart 2). This in turn reduces their
discretionary spending power and hinders their ability to save for a future downpay-
ment, further delaying homeownership and creating a feedback loop dynamic, where
would-be first-time buyers continue renting at higher rents and delaying all the spend- |3
ing associated with a new home. In short, delaying home ownership impacts society

and depresses economic activity in the short, medium, and long term.
There is no single solution to this complex problem. A combination of programs, ,
including public-private partnerships will certainly be required. Builders need to be
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incentivized to increase construction activity in the form of subsidies and tax incen- 26
tives. Streamlining zoning requirements would surely help. Conversion of unwanted 24
commercial space into residential would alleviate both the housing shortfall and the §8583 2232222 S5AXR
glut of vacant commercial space. Whatever incentives are eventually implemented, 2ZZZsssz2sssgszszsse

housing starts need to increase by 50% from current levels to eliminate the shortfall N )

. ) . ; . Based on median monthly rent
in 2-3 years according to Realtor.com. In the meantime, millennials and other younger earnings.

generations are forced to delay starting households, delay all the spending that goes
with home ownership, delay wealth creation, and continue (rightfully so) to envy
boomers and other older generations for their better fortunes.
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DISCLOSURES: Registration with the SEC should not be construed as an endorsement or an indicator of investment skill, acumen or experience. Investments in securi-
ties are not insured, protected or guaranteed and may result in loss of income and/or principal. This communication is distributed for informational purposes, and it is not
to be construed as an offer, solicitation, recommendation, or endorsement of any particular security, products, or services. Nothing in this communication is intended to
be or should be construed as individualized investment advice. All content is of a general nature and solely for educational, informational and illustrative purposes. This
communication may include opinions and forward-looking statements. All statements other than statements of historical fact are opinions and/or forward-looking state-
ments (including words such as “believe,”“estimate,"“anticipate,“may, “will,"“should,” and “expect”). Although we believe that the beliefs and expectations reflected in such
forward-looking statements are reasonable, we can give no assurance that such beliefs and expectations will prove to be correct. Various factors could cause actual results
or performance to differ materially from those discussed in such forward-looking statements. All expressions of opinion are subject to change. You are cautioned not to
place undue reliance on these forward-looking statements. Any dated information is published as of its date only. Dated and forward-looking statements speak only as of
the date on which they are made. We undertake no obligation to update publicly or revise any dated or forward-looking statements.
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