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Roadmap: A Multi-Year Recovery for Housing-Related Stocks 

 A simple framework for assessment -- two questions from consumers’ perspective: 
o Do I view spending on my home as a cost or an investment? 
o Am I confident that I will be able to make a payment every month for the next 360 

months? 

 Where do we stand? 
o Believe consumers are once again seeing home-improvement spending as an 

investment. 
o Lowe’s management at 3/10/16 UBS Conference:  

 Economy in relatively good shape. 
 Home Improvement should perform better than macro environment over next 

couple years driven by home-price appreciation. 
o Supporting factors cited by Lowe’s management. 

 Economy continues to gain jobs. 
 Wages continue to grow. 
 GDP “bumping along.” 
 Home-price appreciation. 
 Consumer benefit from lower fuel prices.  

o Factors: 
 Home-price appreciation is a big factor. 

 When home prices are rising consumers tend to feel that money spent 
on their home is an investment – ex. If I upgrade my cabinets I will make 
the money back when I sell my house. 

 LOW – Owners getting back to positive home equity. Less likely to spend 
on home if you are under water with a mortgage amount greater than 
the value of home. 

 Getting re-engaged with home. 



 More rational spending than before downturn – more focus on enjoying 
and entertaining than attempting to flip homes for quick profit.  

 LOW Survey 

 Customers feel good about local and national housing market. 

 Believe their home is going to be worth more in six months than today. 
o Twice as optimistic as in 2009. 

 They feel good about their financial situation. 
o Not major increase in overall spending, more allocated to home. 

 Return of big-ticket spending suggests stronger consumer and home 
improvement recovery. When sector and economy were weaker, spending was 
on essential repairs and relatively inexpensive improvements like painting. 

 HD transactions above $900 rose by a strong 11.9% in 4Q, helped by 
sales of appliances, roofing and special-order kitchens. 

 LOW’s comp sales for purchases over $500 increased by a solid 6.6%. 

 Professional contractor customer doing well. Better than average at 
LOW. 

 Strength is broad-based. 

 HD: All 19 of the company’s geographic regions and all merchandising 
categories posted positive comps on 4Q. 

 LOW: Comp sales were positive across all 14 regions and up in all 13 
product categories. 

 
Question Two: What makes consumer more confident of making 360 consecutive mortgage 
payments?  

 More reasons to be confident of having/finding a job. 
o Unemployment rate cut in half to under 5% since end of 2009. 
o Duration of unemployment was stubborn at 40 weeks in 2011 and 2012, has since come 

down to about 28 weeks. 
o Four-week average of initial jobless claims was above 400,000 in 2011. Has dropped 

steadily to 266,000. (Lower suggests stronger employment conditions, fewer layoffs). 
o Payrolls (monthly job creation): 12-month moving average over 200,000 for a few years 

now. 

 Income growth is still a challenge for housing and retail. 
o Average Hourly Earnings have been uninspiring: Trend in growth has crept up a little 

since 2009. Below 2%, about 2%, a little above 2%. 
o Real median household income. Was about $58k in mid-90s, about there at peak of 

housing bubble. Now $53,600. 

 Consumer balance sheets are in better shape.  
o Household debt was 132% of GDP at end of 2007. Almost doubled from mid-80s. Now 

about 105%.  

 Housing Affordability Index at 165 – homes still affordable. 
o Housing Affordability Index measures whether a family earns enough income to qualify 

for a mortgage loan based recent home-price and income data.  
o Index was at about 100 at top of bubble. Hard to afford a home. 

 Housing formation a little better. Small little uptick over last five quarters, though probably 
more renters than home buyers. 

 Mortgage rates are low, 3.6%. 



 Mortgage availability still challenging. Mortgage Bankers Association Availability Index was 850 
at top of housing boom in 2006. Currently at 124, which suggests much tighter conditions. 

 
Other Factors Supporting Housing/Home Improvement Recovery: 

 Residential investment is still near a 66-year low, at 3.4% of GDP, and well below the average of 
4.6% since 1946. Suggests plenty of upside. 

 Home prices are only now reaching 2006 peak levels. 

 About two-thirds of U.S. homes are more than 25 years old and likely in need of upgrades and 
repairs. 

 The National Association of Home Builders Remodeling Index indicates improving conditions.  

 Harvard University's Leading Indicator of Remodeling Activity points to accelerating growth in 
2016. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


