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The housing "wealth effect’
may be substantial in 2013
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355k
+0.5%

8:30 am Initial jobless claims (01/19):
10:00 am Leading indicators (Dec):

Source: Deutsche Bank, Bloomberg Finance LP

Commentary for Thursday: One of the most significant indirect effects from the
housing recovery is the “wealth effect” on consumers due to the recovery in
home prices. The wealth effect is multi-faceted: It is partly due to the
psychological lift resulting from higher home values, i.e. the perception of a
stronger household balance sheet position actually supports spending. More
directly, price appreciation enables households to refinance debt, thereby reducing
interest expenses, as well as tap into home equity via lines of credit or cash-out
refinancing. Even small moves in home prices can have large effects on
consumption, because housing comprises such a significant share of household
assets. In fact, housing is typically the single largest asset for most households.
According to the Fed’s Flow of Funds report, household real estate assets
total approximately $17.2 trillion. As a result, a small change in home values can
have a massive effect on aggregate household assets. According to the Case-
Shiller home price index, prices increased by 3.7% over year-earlier levels through
Q3 2012. The latest FHFA home price index was up 5.6% as of November, and
December median existing home prices rose 11.5%. In the Flow of Funds report,
the value of household real estate holdings increased by 5.6% over the four
quarters ending in Q3 2012, which amounts to a substantial dollar change of
$912B. Based on previous analysis, we are projecting home price appreciation
of 5-10% in 2013, which translates into a further increase in household
assets, i.e. wealth creation, ranging between $860 billion and $1720 billion.
To be sure, the wealth effect on consumer spending could be substantial.

The prevailing estimates of the wealth effect on consumption from home price
appreciation is generally believed to be around 0.05 to 0.10. In other words, a one
dollar increase in home values lifts consumer spending by five to ten cents. Thus,
for an asset class valued at $17.2 trillion, relatively small changes can result in
sizeable wealth effects. For example, in the 5-10% price appreciation scenario
highlighted above—which lifts housing wealth by $860 billion to $1720 billion—
the wealth effect on consumer spending should range between $43 billion
(0.05 x $860B) and $172 billion (0.10 x $1720B). This is substantial considering
that real consumer spending increased by $178 billion over the past four quarters,
and we are currently projecting an increase of $155 billion for 2013 (Q4/Q4).

Our current forecast for residential investment through yearend 2013 (12.5%
Q4/Q4) results in an increase of $48B. Interestingly, this is roughly on par with the
low end of our range of potential wealth effects. However, as we have recently
highlighted, our present forecast for residential investment may be too
conservative. Our modeling suggests that a more substantial increase—in the
range of 25% to 37%—is possible. The more aggressive scenario of 37% (which
is consistent with housing starts near 1355k) would lift residential investment by
$142 billion. Note that this is actually shy of the upper end of the wealth-effect
spectrum. The important consideration is that the wealth effects on consumer
spending from relatively modest home price appreciation (of 5-10%) rival the
direct contribution from a substantial acceleration in homebuilding. In other words,
while residential investment could contribute between 0.4% and 1.0% to
GDP this year, wealth effects could easily match the contribution. Thus,
through its direct and indirect effects, the housing sector alone could potentially
contribute as much as 2% to real GDP growth this year. -CR

335k
-0.2%
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There are no monetary policy speeches
scheduled for Thursday.

Real GDP growth: +2.3% Q4/Q4
Core CPI: +2.6% Q4/Q4
Unemployment rate: 7.3%

Fed Funds: 0.15%
10 Yr Treasury: 3.00%

We expect the Fed to continue mortgage
and treasury purchases through at least mid-
2013.

Size  Prev.

11:00 am 2-y note (ann.)  $35B  $35B
11:00 am 5-y note (ann.) $35B $35B
11:00 am 7-y note (ann.)  $29B  $29B
1:00 pm 10-y Tips (auc.) $15B  $13B

Follow us @LaVorgnanomics
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Appendix 1

Important Disclosures
Additional information available upon request

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see
the most recently published company report or visit our global disclosure look-up page on our website at
http://am.db.com/ger/disclosure/DisclosureDirectory.eqgsr.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, the
undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation or view in
this report. Joseph LaVorgna/Carl Riccadonna
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade Ideas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at

http://gm.db.com.
3. Country-Specific Disclosures

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the meaning of
the Australian Corporations Act and New Zealand Financial Advisors Act respectively.

Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and
its(their) securities, including in relation to Deutsche Bank. The compensation of the equity research analyst(s) is indirectly
affected by revenues deriving from the business and financial transactions of Deutsche Bank. In cases where at least one
Brazil based analyst (identified by a phone number starting with +55 country code) has taken part in the preparation of this
research report, the Brazil based analyst whose name appears first assumes primary responsibility for its content from a
Brazilian regulatory perspective and for its compliance with CVM Instruction # 483.

EU countries: Disclosures relating to our obligations under MiFiD can be found at
http://www.globalmarkets.db.com/riskdisclosures.

Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.
Member of associations: JSDA, Type Il Financial Instruments Firms Association, The Financial Futures Association of Japan,
Japan Investment Advisers Association. This report is not meant to solicit the purchase of specific financial instruments or
related services. We may charge commissions and fees for certain categories of investment advice, products and services.
Recommended investment strategies, products and services carry the risk of losses to principal and other losses as a result of
changes in market and/or economic trends, and/or fluctuations in market value. Before deciding on the purchase of financial
products and/or services, customers should carefully read the relevant disclosures, prospectuses and other documentation.
"Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are not registered credit rating agencies in Japan unless
“Japan” or "Nippon" is specifically designated in the name of the entity.

Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may from
time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank may
engage in transactions in a manner inconsistent with the views discussed herein.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.

Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay
fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash flows), increases in
interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency
conversion, repatriation of profits and/or the liquidation of positions), and settlement issues related to local clearing houses are
also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be
mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates — these are
common in emerging markets. It is important to note that the index fixings may — by construction - lag or mis-measure the
actual move in the underlying variables they are intended to track. The choice of the proper fixing (or metric) is particularly
important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs
from the currency in which the coupons to be received are denominated carries FX risk. Naturally, options on swaps
(swaptions) also bear the risks typical to options in addition to the risks related to rates movements.
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