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U.S. HOUSING STARTS RISE FOR SECOND
STRAIGHT MONTH, REGAINING MOMENTUM

*U.S. housing starts increased by 5.7% m/m to 1,235k annualized in April
(consensus: 1209k), already exceeding the Q1 average of 1,203k (Chart 1). Starts
rebounded in the northeast (+66k to 144k) and midwest (+55k to 186k), but declined
in the south (-35k to 581k) and the west (-19k to 324k).

*Single-family starts increased for the second consecutive month by 50k to an
annualized 854Kk, after falling to multi-year lows in February and multifamily starts
increased by 17k to 381k. We expect multifamily starts to remain near current levels
and single-family starts to continue rising as more persons transition to buying from
renting.

*The improvement in starts is consistent with other indicators on the market for new
homes (home builder sentiment and new home sales). The National Association of
Home Builders (NAHB) housing market index increased by 3pts to 66 in May, a
seven-month high, with current and future sales expectations, and traffic of
prospective buyers all increasing and pointing to growth in residential construction
in coming months (Chart 2).

Building permits increased by 0.6% to 1,296k annualized in April, but single-family
permits, a reliable gauge of underlying housing demand, fell by 4.2% m/m to 782k
annualized, the lowest since November 2016, suggesting that the sector has not fully
escaped its soft patch (Chart 3). The number of housing units authorized but not started
remained elevated in April, pointing to a sizable backlog, as supply constraints
continue to stifle activity (Chart 4). As these constraints ease, expect stronger growth
in starts.

The 30-year fixed mortgage rate has fallen below 4% after approaching 5% in
November and will pull potential first-time buyers off the sidelines. The almost halving
of lumber prices from their May 2018 peak has eased construction costs and should
allow builders to focus on lower-priced homes, where demand is strongest (Chart 5).

According to the NAHB, “Builders are busy catching up after a wet winter and many
characterize sales as solid, driven by improved demand and ongoing low overall
supply... builders continue to deal with ongoing labor and lot shortages and rising
material costs that are holding back supply and harming affordability.”

We expect demand for new housing units to remain solid due to favorable
demographics (millennials renting or buying for the first time and baby boomers
transitioning to smaller homes for retirement), robust job growth, declining
unemployment and rising incomes, healthy economic growth, and the low supply of
existing homes available for sale. There is room for improvement - housing starts are
low, near early 1990s levels (Chart 1).
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Chart 1: U.S. Housing Starts
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Chart 2: Home Builders Housing Market Index and New Single-Family Home Sales
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Chart 3: Single-Family Building Permits

Housing Units Authorized: 1-Unit Structures
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Chart 4: Housing Units Authorized But Not Yet Started
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Chart 5: Lumber Futures Prices
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Berenberg Capital Markets
LLC (hereinafter also referred to as “BCM”). BCM has made any effort to carefully research and process all information.
The information has been obtained from sources which we believe to be reliable such as, for example, Thomson Reuters,
Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and completeness
of all information given. The provided information has not been checked by a third party, especially an independent
auditing firm. We explicitly point to the stated date of preparation. The information given can become incorrect due to
passage of time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to indicate
such changes and/or to publish an updated document. The forecasts contained in this document or other statements on
rates of return, capital gains or other accession are the personal opinion of the author and we do not assume liability for
the realisation of these.

This document is only for information purposes. It does not constitute a financial analysis, investment advice or
recommendation to buy financial instruments. It does not replace the recipient’s procurement of independent legal, tax or
financial advice.

This document has been classified as fair and balanced for the purposes of FINRA rules. Please contact Berenberg Capital
Markets LLC (+1 646.949.9000), if you require additional information.

Remarks regarding foreign investors

The preparation of this document is subject to regulation by US law. The distribution of this document in other jurisdictions
may be restricted by law, and persons, into whose possession this document comes, should inform themselves about, and
observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It
is not for distribution to or the use of private investors or private customers.

Copyright

BCM is a wholly owned subsidiary of Joh. Berenberg, Gossler & Co. KG (“Berenberg Bank”). BCM reserves all the rights in
this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by
any means or redistributed without the BCM’s prior written consent. Berenberg Bank may distribute this commentary on
a third party basis to its customers.

© 2019 Berenberg Capital Markets, LLC, Member FINRA and SPIC.
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