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Confidence™ Report

U.S. Housing Confidence Strengthens Mid-year

Confidence in the residential real estate market firmed further in July,
reflecting somewhat stronger homeowner expectations, and the
persistence and breadth of recent price gains in the U.S. housing
market.

The July 2016 Zillow® U.S. Housing Confidence™ Index (zHa! edged
up 0.4 points to 67.3 from its previous reading in January (a reading
over 50 indicates a confidence surplus; below 50, a deficit). Over the
past two years, housing confidence has increased in 18 of the 20 metro
areas tracked, with the headline composite index now 3.1 points
higher than its July 2014 level.

o Of the 20 large metropolitan statistical areas (MSAs) that comprise
ZHCl, overall housing confidence is now highest in Phoenix (70.8)
and still lowest in St. Louis (63.5).

e Since January, housing confidence increased in 13 of the 20
metropolitan areas studied; it increased the most in Philadelphia
(3.8, to 65.4), and fell the most in San Jose (\, 3.4, to 67.1).

Housing Confidence

Headline Index Levels, Changes, and Rankings

US Composite  6-Mo Change 1-Year Change 2-Year Change
67.3 A 04 A 038 A 31
Index 6 Mo July Rankings

Metro Area Level Change 2016 2015 2014
Phoenix 70.8 0.4 1 4 12
Denver 70.2 012 2 3 4
Seattle 69.9 2 0.6 3 2 2
Los Angeles 69.8 +-0.9 4 8 7
Miami 69.5 0.5 5 5 6
Washington DC 69.3 1.8 6 6 5
Dallas 68.3 v -1.4 7 10 13
Atlanta 68.2 1.0 8 11 9
San Diego 68.2 v -04 9 12 10
Boston 67.8 -0.2 10 13 8
Minneapolis 67.7 012 11 15 11
Las Vegas 67.5 0.6 12 9 15
Tampa 67.3 1.8 13 14 16
Detroit 67.2 1.3 14 18 14
San Jose 67.1 V-3.4 15 1 3
San Francisco 67.1 +-0.8 16 7 1
Chicago 65.9 013 17 16 19
Philadelphia 65.4 38 18 19 20
New York 64.1 +-0.5 19 17 17
St. Louis 63.5 & 32 20 20 18

*Zillow® is a registered trademark of Zillow Group (NASDAQ: Z). The Housing Confidence™Index, The
Housing Confidence™Survey (“HCS”), and Pulsenomics® are trademarks of Pulsenomics LLC. The field
period for the July 2016 edition of HCS was July 6" through July 14th.
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About The Zillow Housing Confidence™ Index (zZHCI)

o ZHCl is calculated by Pulsenomics LLC, and derived from data

collected in the biannual U.S. Housing Confidence™ Survey (HCS).

* Each edition of HCS is administered to 10,000 heads of household

(500 within each of 20 of the country’s largest metropolitan areas).

* From all completed survey questionnaires, Pulsenomics compiles,

analyzes, and summarizes more than 350,000 consumer responses.

o ZHCl is computed using a weighted diffusion index methodology.

Leading U.S. economic survey data are commonly summarized using
this approach.

o ZHCI values are measured on a 0-100 scale; index values exceeding

50 are positive, and indicate a surplus of confidence; index values
equal to 50 are neutral; index values less than 50 are negative, and
indicate a deficit of confidence.

» A fact sheet containing further information about HCS and ZHCI

appears on page 17 of this document. More detailed information is
available online at pulsenomics.com and zillow.com/research/

Housing Confidence Indicators (Sub-Indexes)

Analysis of the sub-indices underlying the headline ZHCI reveals the
drivers of housing confidence changes over time. The below plots
illustrate the distinct paths of the housing confidence indicators, and the
magnitude of the gap in housing sentiment between homeowners and
renters.

Index Level

Time Series: Headline Housing Confidence Index and Indicators
(20-MSA Composite ZHCls)
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e Each of the three all-tenure sub-indices rose from their January levels. A

more upbeat assessment by homeowners of prevailing market dynamics
pushed the all-tenure Housing Market Conditions sub-index to a record-
high level. Overall, assessments by households of current housing
market conditions remain more upbeat than their outlooks for the
future.



https://pulsenomics.com/Housing_Confidence_Survey.html
https://pulsenomics.com/Housing_Confidence_Survey.html
http://www.zillow.com/research/
https://pulsenomics.com/Housing_Confidence_Index.html
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e A comparison of ZHCls by tenure type shows that the confidence gap
between homeowners and renters widened, as homeowner confidence

rose (11.0) while renter confidence edged down (4,0.3) in July.

The all-tenure Housing Market Conditions sub-index increased from its

January level in the majority (15) of the 20 metro areas measured,

driven by confident homeowner households.’ One-year and two-year
changes in the all-tenure sub-indices are summarized by metro area in

the table below.
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Housing Market Conditions Indicator (HMCI)

The U.S. Composite HMCI has improved considerably over the past two
years (8.5 since July 2014, to 70.6), reflecting the persistence and
breadth of the U.S. housing recovery. This indicator of housing
confidence is higher now than it was two years ago in all but one of the
20 metro areas (it is marginally lower in San Francisco), and the 20-
metro composite is up by a significantly greater margin than the other
two sub-indices over the same period.

Housing Confidence Sub-Indices (All-Tenure)
July 2016 Index Levels and Point Changes

Sub-Indices Ho

HMCI (25% weight)
Market

Conditions

HCl (Headline Index)

Housing Confidence

67.3

1YrChg
4 0.8

Housing Expect:

2YrChg
#3.1

HEI (50% weight)

S

HAI (25% weight)
Homeownership

Aspirations

Index Level 1YrChg 2VrChg | Indexlevel 1YrChg 2YrChg = Indexlevel 1YrChg 2YrChg

US Composite 706 -11 -85 67.6 06 ~-15 635 409 408
Atlanta 70.6 423 490 69.5 434 a2l 63.2 ¥-40 ¥-13
Boston 73.8 405 473 69.8 427 424 57.8 a04 w-29
Chicago 66.4 A&13 Al124 66.3 401 443 64.6 16 £26
Dallas 725 +-0.1 486 67.9 403 a32 648 419 416
Denver 76.6 F-13 450 700 ¥-06 al4 642 a19 a47
Detroit 71.8 231 2108 66.8 240 13 63.2 226 v-07
Las Vegas 721 419 499 66.8 w-13 al7 64.2 w-2.1 A28
Los Angeles 72.8 418 483 69.2 +-01 0.7 68.0 =243 236
Miami 722 a03 Aa74 68.8 +-09 w-02 68.2 412 a49
Minneapolis 749 11 &75 68.3 429 all 59.4 03 209
New York 66.7 419 483 63.7 =00 0.1 62.2 F-0.7 ¥-26
Philadelphia 65.7 2428 116 66.4 A31 445 63.0 .34 a22
Phoenix 725 ¥-13 495 725 426 a74 65.7 412 421
St. Louis 66.2 446 A11.0 63.0 407 F-07 619 427 ~Al4d
San Diego 71.0 208 58 69.9 ald4 a30 62.0 al4 04
San Francisco 714 ¥-38 ¥-0.1 68.0 -13 ¥-24 609 201 405
San Jose 73.2 ¥-12 440 66.2 w-7.7 w¥-3.1 62.8 F-3.0 Al2
Seattle 76.5 +-02 a85 710 +v-12 206 61.1 ¥-05 01
Tampa 72.8 433 4126 68.1 &04 ald 60.0 =00 05
WashingtonDC ~ 71.5 +#-2.0 463 70.6 Al12 410 64.6 07 12

o Of the 60 all-tenure housing confidence sub-indices (three for each of 20
metro areas) that underlie the headline U.S. Composite ZHCI, in July, well
over one-half of them (37) increased from their year-ago levels, and the
vast majority of them are at higher levels than they were in July 2014.
Here’s a summary of one-year and two-year changes in the sub-indices

of all 20 cities, by tenure category:

Homeowners:

Households in Denver have the strongest overall assessment of
prevailing local housing market conditions (HMCI: 76.6).

Of all the metro areas that comprise ZHCI, this sub-index improved the

most in St. Louis over the past year (5.2 since January, and 1°4.6
YoY).

Although market assessments by homeowners and renters in
Philadelphia turned more upbeat in July, this pop in optimism still
leaves the city with the lowest overall HMCI reading of all 20 cities.

The HMCI for Phoenix fell the most since January ({,6.5), although it
remains at a healthy level. This housing confidence indicator also has
fallen by more than two points this year in both Dallas and San Diego; in

each case, however, the HMCI sub-index still sits at above-average
levels.

Further analyses of respondent-level data from the July 2016 U.S. Housing
Confidence Survey reveal some of the factors that have boosted the HMCI
sub-index higher from levels of prior years:

65 percent of all households said that local home values have increased
over the previous 12 months, up from 63 percent and 59 percent who

said so a year ago and two years ago, respectively.

63 percent of all households said that local home values are increasing
now, up from 61 percent and 58 percent who said so a year ago and two

years ago, respectively.

Direction of Home Values, Past & Present (% of All Households)

(Note: “flat/no change” responses are omitted from this display)

v 42 (70 percent) of the indicators increased vs. July 2015
v 48 (80 percent) of the indicators increased vs. July 2014

Renters:
v 29 (48 percent) of the indicators increased vs. July 2015
v 40 (67 percent) of the indicators increased vs. July 2014

Additional analyses of housing confidence by tenure category appear

on pages 13 and 14 of this report.

2 The composite indices are weighted by the number of housing units within each metro area. Thus, larger
cities with more households have greater weighting within the composite measures than smaller cities.

I Assessment of Home Values in Past 12 Months Assessment of Home Values Right Now
100% ) )
Gone Up Gone Down Increasing Decreasing
venver, B/%
Denver, Seattle 78%
65% 3%
S0%
Philadelphla, 42% St Louis, 41%
5t Louls, 19%
Chicago, 15%
9% 7%

o Boston, Denver 3% Baston, 3%

Max & Min %s noted by MSA name = Mean of 20 MSAs

Source: Pulsenomics, July 2016 U5, Housing Confidence Survey of 10,000 households (500 adults in each of 20 mM3as)
Margin of error: Mean/Compaosite of 20 M5As: +/-1.2%  Individual M3As: Varies from +/-4.0% to +/- 4.5%
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Housing Market Conditions Indicator (HMCI) (cont’d)

e InJuly, the average estimate from the 10,000 HCS respondents of the
local home value appreciation rate over the prior 12 months was 5.2
percent, lower than the 7.2 percent actual average rate recorded by
Zillow over the same period for the same 20 cities.® The following chart
reveals significant variances in the assessments of recent housing
market performance among age groups and home equity cohorts.

Assessment of Home Value Change, For 12-mos Ended June 2016
(All 20 Major Metro Areas Surveyed, by Selected Population Cohorts)
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Source: July 2016 U.S. Housing Confidence Survey

The next chart shows that the majority (53 percent) of all HCS
respondents believe that now is a good time to buy a home (down from
57 percent one year ago), but views vary considerably according to tenure
and geography.

o Fewer than four in ten (38 percent) of all renter households surveyed in
July said that now is a good time to buy a home—a record low—while
more than six in ten (63 percent) of all homeowner households said so.

e Households in pricey California metro areas continue to indicate that
now is not a good time to buy a home: the least enthusiastic
prospective home buyers are concentrated in The Golden State,
where less than one-third of renters in each of the four California
metro areas surveyed said that now is a good time to buy a home. In
San Francisco, a mere 13 percent of renter households believe that
now is a good time to take the homeownership plunge there.

“Now is a Good Time to Buy a Home” (% of Households that agree)

All Households Homeowners Renters
1005
Tampa, 72%
5L Louis, B5%
63%
53% Atlanta, St. Louis, 51%
50%
3%
Denver, 38%
San Francisco, 34%
San Francisco, 13%
(*.]

Max and Min %s noted by MSA name = Mean of 20 MSAs

Source: Pulsenomics, July 2016 LS. Housing Confidence Survey of 10,000 househalds {500 adults ineach of 20 MEAs)
Margin of error: Mean/Composite of 20 MSAs: +/-1.2% (All-Tenure); +/-1.5% (Homeowners); +/-2.0% [Renters)
Individual MSAs: +/-4.0% Lo +/- 4.5% (All-Tenure); +/-5.2% 1o +/-6.1% (Homeowners); +/-6.3% 1o +/-8.3% (Renters)

® As of this writing, for the 12-month period ended June 2016, the U.S. Zillow Home Value Index and the
S&P/Case-Shiller U.S. National Home Price Index indicate home value appreciation of 5.4% and 5.1%,
respectively.
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o Just over one-half of renters in St. Louis and Atlanta said that now is
a good time to buy a home-the only two cities among those
surveyed where a majority of renters said this. In six metro areas,
three in ten or fewer renter households said that now is a good time
to buy; two years ago (July 2014), there was only one metro area
where there was such a downbeat view of home buying sentiment
among renters.

e Within the individual metro areas surveyed, some striking contrasts
were discovered between household (tenure) categories, e.g.:

v In San Francisco, more than one-half (52 percent) of homeowners
said that now is a good time to buy a home in July, while only 13
percent of renters said so; this sentiment gap between tenure
categories also exceeds thirty percentage points in Dallas, Los
Angeles, San Diego and Seattle.

v This home-buying sentiment gap was smallest in Denver, where 38
percent of homeowner households said that now is a good time to
buy, while 31 percent of renter households said so.

“Now is a Good Time to Buy a Home”
(% of Renter Households that agree, by MSA)
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Source: Pulsenomics July 2016 US Housing Confidence Survey af 10,000househalds, including 3,762 renters.
Margin of error:  Mean/Compaosite of 20 MSAs: +/-1.2% (All-Tenure); +/-1.5% [Homeowners); +/-2.0% (Renters)
Individual MSAs: +/-4.0% to +/- 4.5% (All-Tenure); +/-5.2% to +/-6.1% [Homeowners); +/-6.3% to +/-8.3% (Renters)

o Home selling sentiment, meanwhile, is clearly trending in the other
direction:

v"In July, a majority of homeowner households in all 20 metro areas
surveyed said that now is a good time to sell a home.

v Compared to one year ago, the percentage of homeowner
households who said that now is a good time to sell increased in
every metro area except Dallas and San Francisco (although selling
sentiment in these two cities remains higher than the 20-metro
average).
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Housing Market Conditions Indicator (HMCI) (cont'd) “Now is a Good Time to Sell a Home”
(% of Homeowner Households that agree, by MSA)
“Now is a Good Time to Sell a Home” (% of Households that agree) Mean . 0%
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saint Louis =| in July of each
S . . 53% year
e The number of Denver homeowners who said in July that now is a good Phoenix =
; ; ; i 2016
time to sell a home reached 87 percent, equaling the reading from one Atlanta
year ago, and the highest degree of selling sentiment recorded in any Philadelphia e — 00% W 2015
city since the inception of the U.S. Housing Confidence Survey in 2014. Chicago | — 007 2014
|
o The largest year-over-year increase in the number of homeowners who 0% 10% 20% 30% 40% S0% 60% 70% 80% 90% 100%
said that now is a good time to sell a home was recorded by Detroit % of Homeowner Households that Agree
. . . g s . Source: Pulsenomics US Housing Confidence Survey of 10,000 households, including 6,238 homeowners
residents: In July, 68 percent said it's a good time to sell-a 26 percent Margin of error: Mean/Composite of 20 MSAs: +/-1.5%  Individual MSAS: +/-5.2% to +/-6.1%

increase from one year earlier, when only a small majority (54 percent)

. . Disproportionate numbers of renters are experiencing below-average
of Detroit homeowners said so.

wage growth and have meager savings (and/or burdensome debt levels,

o As much as existing homeowners may wish to trade-up or relocate, i.e., unpaid student loans and credit card balances). These financial
there are still at least six million of them for whom economic reality capacity limitations--along with a dwindling inventory of affordable
prevents them from planting a "For Sale" sign on the front lawn.* single family homes--are weighing-down renter confidence in the

housing market, and contributing to a wider gap in “home transaction

o All ten metro areas with a below-average number of homeowners who > .
sentiment”.

said that “now is a good time to sell a home” have higher-than-average
percentages of mortgagors who are underwater.’ e The preceding charts reveal a growing imbalance that warrants
monitoring. To re-cap, a record-high number—70 percent—of

Homeowners GTTS* Negative Equity** X : X
homeowner households surveyed said "now is a good time to sell a
Mean of All 20 Metros 70% 10.6% " .
home"; at the same time, record-low numbers of renter households
H 0 0 . . .
Washington 63% 14.2% surveyed—38 percent—believe that "now is a good time to buy a
Miami 69% 11.8% home".
i 0 0/ . .
Detroit 68% 14.0% Home Transaction Sentiment Gap
New York 67% 11.0% 75%
Tampa 65% 12.1%
Sttrtrrntnnan,, e
St. Louis 63% 14.7% 65% | THEsrrsereea,,
= ®essceersnnese
Atlanta 63% 14.7% g
)
. o, o, =
Phoenix 63% 12.6% g 55%
Philadelphia 56% 14.2% £
)
Chicago 52% 19.0% 2
2 45% - Sterene,,
* The percentage of homeowner households who said that, where they live, ﬁ tea, .
"now is a good time to sell a home" in the July 2016 U.S. Housing Confidence Survey. ) “eess .
** Negative equity percent of homes with a mortgage, from the Q2 2016 Zillow H 35% « » » » » Homeowners "Now is a Good Time to BUY" o
. . 0
Negative Equity Report. ‘e Homeowners "Now is a Good Time to SELL"
« s o o Renters"Now isa Good Time to BUY"
* “Six Ways to Explain Low Inventory”, REALTOR® Mag, March 26, 2016 and “Negative Equity Continues to 25%
Weigh Down Housing Markets, Limiting New Inventory”, Zillow, March 9, 2016. Jan 14 Jul 14 Jan'15 Jul'15 Jan'16 Jul'16

® “Underwater” status derived from The Zillow Q2 2016 Negative Equity Report.



http://realtormag.realtor.org/daily-news/2016/03/23/6-ways-explain-low-inventory?om_rid=AAA4Qj&om_mid=_BW8tT2B9MB5MZl&om_ntype=RMODaily
http://zillow.mediaroom.com/2016-03-09-Negative-Equity-Continues-to-Weigh-Down-Housing-Markets-Limiting-New-Inventory
http://zillow.mediaroom.com/2016-03-09-Negative-Equity-Continues-to-Weigh-Down-Housing-Markets-Limiting-New-Inventory
http://www.zillow.com/research/q2-2016-negative-equity-report-13046/
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Housing Market Conditions Indicator (HMCI) (cont’d)

e Atransaction sentiment gap is consistent with a strong and persistent
seller’s market: expectations for more home value gains embolden
homeowners, some of whom try to ride-out value appreciation waves
and “time the market” if they are contemplating a transaction. But the
gap is growing, as financial capacity limitations and a dwindling
inventory of affordable single family homes are leaving record
numbers of renters discouraged about the prospect of taking the
homeownership plunge. Unfortunately for them, owners' upbeat
assessments of selling conditions are not translating into increased
listed inventory--especially in the entry-level segment of the
marketplace, where negative equity remains elevated and continues to
contribute to dampened transaction volume. Given the relative dearth
of home listings, the selling sentiment being expressed by
homeowners may be revealing at least as much about their swagger as
it is telegraphing their near-term intentions.

e Currently, the home transaction sentiment gap is widest in San
Francisco, and narrowest in Chicago.

v About three-quarters of San Francisco homeowners (73 percent)
said that "now is a good time to sell a home" in July, while just 13
percent of renters there said that "now is a good time to buy a
home." This gap has contributed to diminished housing confidence
in San Fran since 2014 (according to The July 2016 The Zillow
Housing Confidence Index, the only other metro area where
residents have lower housing confidence today than they did two
years ago is San Jose).

v Conditions in Chicago confirm that a narrow transaction sentiment
gap is not a reliable indicator of market health or normalcy. Just over
one-half (52 percent) of homeowners there say that "now is a good
time to sell a home"-- the weakest such sentiment recorded of the
20 metro areas studied. No doubt, The Windy City’s 19 percent
overall negative equity rate--the highest among the 20 cities
surveyed--is a significant factor in depressing would-be home sellers.
Unfortunately for Chicago renters, current owners of entry-level
homes there are even less likely to list their properties any time
soon: a whopping 33 percent of them remain underwater.

Home Transaction Sentiment Gap

San Francisco vs. Chicago

o ﬁ/\
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lan 14 Jul'14 lan'15 lul"15 Jan'16 Jul'16

s S311 Francisco Homeowners "Now is a Good Time to SELL”
= » » » San Francisco Renters "Now is a Good Time to BUY"

"Mow is a Good Time to SELL"
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Housing Expectations Indicator (HEI)

The U.S. Composite HEl is now 67.6, up slightly from its 67.5 level in
January. Compared to one year ago (July 2015), it is only 0.6 points
higher.

« Year-over-year, Detroit posted the largest HEI increase (HEI:
66.8,1°4.0), while San Jose had the largest HEI decline (HEI: 66.2,
{7.7). Expectations among renters in Silicon Valley have been
especially hard-hit (HEI: 58.2, |, 11.6 YoY).

e The largest two-year HEI increase was recorded in Phoenix (HEI:
72.5,17.4), while the largest drop was, once again, in San Jose (HEI:
66.2, 1,3.1).

o Of the three housing confidence sub-indices, the HEI continues to have
the largest “tenure gap”: housing expectations are consistently higher
among homeowners compared to those of renters who live in the
same metro area. Currently, the largest gap is in Seattle (20.6 index
points), and the smallest is in Chicago (less than 4.9 index points).

» Housing expectations (all-tenure) are now highest in Phoenix (HEI: 72.5,
/3.3 since January).

o After falling precipitously during the second-half of last year to an index
level marginally above a negative reading, housing market expectations
of St. Louis renters recovered a bit in July (HEI: 53.7, ’|\2.5).6

Home Value Expectations

The HCS questionnaire includes several questions regarding expectations
for near-term and long-term changes in home values within the local
market where each respondent resides. These expectations are important
factors in determining the strength of housing confidence.

Past 12 Month Actual vs. Next 12 Month Expected Home Value Changes
(Sorted by Past 12 Month Actual Home Value Change)
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Sources: Expected home values - Pulsenomics July 2016 Housing Confidence Survey.
Actual home values - June 2016 YoY% changes in the Zillow Home Value Index.

Real estate is a notoriously inefficient asset class, and one symptom of
market inefficiency is price inertia. However, the chart above—a
comparison of actual home value changes in the recent past to those
expected by heads of household in the near future—may be suggesting
that, after the bust, consumers are more inclined to significantly discount
price momentum when formulating their expectations concerning future
home values.

® Index readings above 50 indicate positive expectations; those below 50 indicate negative expectations.
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Housing Expectations Indicator (HEI) (cont’d)

o Across all surveyed markets, expected home value appreciation for the
coming 12-month period is 3.3 percent, which is less than one-half the
actual annual rate recorded for the year-ended June 2016.

e Heads of household in only one of the 20 metro areas surveyed—
Washington DC—believe that local home value appreciation in the next
12 months will exceed the rate actually recorded during the 12
months-ended June 2016.

o Alarge majority (16) of the 20 cities surveyed experienced
appreciation rates greater than five percent over the 12-month period
ended June 2016. With the exception of Seattle residents—who expect
home value appreciation of exactly five percent in the coming 12-
month period-residents of all cities expect home values to increase at
a less than 5 percent rate during the next 12 months.

The following table provides a snapshot of home value expectations in
July 2016. It reveals divergence between short-term and long-term home
value expectations, and variances by population cohort.

Home Value Change Expectations By Cohort and Time Horizon

20 Metro Areas Expectations (Percent
Mean of Responses Next Avg Annual
12 Months Next 10 Years
All Households 3.29 4.07
% Homeowners 3.32 4.32
2
E Renters 3.23 3.51
=] Recent Buyers 3.65 4.82
o
2 Non-Recent Buyers 3.26 4.14
(-9
e First-Time Buyers 3.67 4.97
>
2 Not First-Time Buyers 3.09 3.61
§ E Underwater Owners 2.48 3.45
=
o
I 8 Above-water Owners 3.39 4.47
All Millennials 3.94 4.95
Generation X 3.47 4.32
w
g Younger Boomers 2.77 3.29
Older Boomers 3.00 3.20
Seniors 2.48 2.65

e In contrast to moderating home value projections among market
experts and professional forecasters, overall, consumer expectations
for home value growth in both the near-term and long-term have
reached their highest levels since HCS research began in 2014.

o In all metro areas except Denver and Seattle, households currently
think that home value appreciation in their respective metro areas
during the coming 12 months will be lower than the annual average
over the coming decade. The following chart shows trends in long-term
home value expectations among heads of household in selected
metropolitan areas. Since the January 2014 inception of the U.S.
Housing Confidence Survey, overall, these long-term expectations have
been trending mostly upward, but there are considerable variations by
city.
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6.0%
Long-Term Home Value Expectations*

5.59% (All Household Types in Selected Metro Areas, by HCS edition)

5.0% San Diego, 5.0
4.5% Boston, 4.4%

20-Metro Avg, 4.1%

4.0%

3.5%

3.0%

2.5% 5t Louis, 2.53%
2.0%

Jan 14 Jul 14 Jan 15 Jul 15 lan 16 Jul 16
Survey Date

*Average annual rate of home value appreciation expected over the next 10 years.
n = 500 for each metro area n = 10,000 for 20-Metro Avg
The below plot and preceding table reveal consistent patterns in the
home value expectations of population cohorts across all 20 metro areas:
 Homeowners tend to have higher home value expectations than
renters.
« Recent home buyers and first-time buyers are typically the most
optimistic population segments concerning future home values.
« Underwater homeowners are less optimistic about the rate of future
home value appreciation than above-water homeowners.
« Among the generation cohorts, millennials and seniors tend to be the
most and least optimistic, respectively, about future home value
appreciation.

6.0%

Long-Term Home Value Expectations*
(Selected Population Cohorts)

5.5%

5.0%

4.5%

4.0% All Respondents, 4.1%

3.5%

3.0% . "

2.5%

2.0%
Jan 14 Jul 14 Jan 15 Jul 15 Jan 15 Jul 16

Survey Date

*Average annual rate of home value appreciation expected over the next 10 years.

The data in the following table provide insight regarding the relative
strength of home value expectations and optimism for given population
segments across the metro areas studied. For example, millennials in
Chicago expect home values to increase by more than five percent
through June 2017, while millennials in St. Louis—along with seniors in
both Chicago and St. Louis—expect price increases of less than two
percent over the same one-year period.
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Housing Expectations Indicator (HEI) (cont’d)

Home Value Change Expectations for Next 12 Months
Rankings of All Households, Millennials and Seniors Cohorts

All Respondents Millennials Seniors

Rank Metro Mean (%. Rank Metro Mean (%)| Rank Metro Mean (%
1 Seattle 5.04 1 San Francisco 6.25 1 Seattle 4.84
2 San Francisco 4.81 2 Dallas 5.16 2 San Jose 4.10
3 Denver 4.44 3 Chicago 5.05 3 San Francisco 3.30
4 San Jose 4.34 4 Seattle 4.80 4 Denver 3.07
5 Phoenix 3.90 5 Denver 4.64 5 Dallas 2.95
6 Dallas 3.67 6 Phoenix 4.61 6 Las Vegas 2.90
7 San Diego 3.54 7 Las Vegas 4.46 7 San Diego 2.61
8 Tampa 3.39 8 Detroit 4.38 8 Phoenix 2.59
9 Las Vegas 3.25 9 San Jose 4.33 9 Tampa 2.43
10 Atlanta 3.12 10 Miami 3.94 10  Washington DC 2.31
11 Miami 311 11 Los Angeles BY3] 11 Miami 2.30
12 Los Angeles 3.08 12 Boston 3.63 12 Los Angeles 2.27
13 Washington DC 3.05 13 Tampa 3.62 13 Atlanta 2.25
14 Boston 297 14 Atlanta 3.23 14 Minneapolis 1.95
15 New York 2.85 15 San Diego 3.21 15 Boston 1.94
16 Minneapolis 2.67 16 New York 3.21 16 New York 191
17 Detroit 2.58 17 Minneapolis 3.17 17 Detroit 1.70
18 Chicago 2.54 18  Washington DC 3.14 18 Chicago 1.67
19 St Louis 1.73 19 Philadelphia 2.27 19 Philadelphia 1.38

20 Philadelphia 1.65 20 St Louis 1.99 20 St Louis 1.19
20-Metro Average E. 20-Metro Average m 20-Metro Average

Source: July 2016 Pulsenomics LLC U.S. Housing Confidence Survey of 10,000 households

Homeownership Affordability Expectations

The HCS instrument includes several other questions pertaining to
household expectations, including a few concerning the affordability of
homeownership in the future.

Homeowners:

Will you be able to afford to stay in your home as long as you want?

B Confident Somewhat Conf M Somewhat Unconf B Not Confident Not Sure
0% 20% 405 605 8066 100%
Mean T, N
Phoenix -
Las Vegas L
Chicago ]
San Diego 1]
Dallas |
Denver .
Tampa .
Minneapolis b |
St Louis | ]
Miami  —— b |
Seattle I .
Philade |phia m
Atlanta m
Washington DC ]
Los Angeles I "
Detroit ]
San Francisco I — .
Boston I L |
New York I e
San Jose I —
Source:

July 2016 U.5. Housing Confidence Survey of 10,000 households, including 6,238 homeowners.
Margin of error: Mean/Composite of 20 M3As: +/-1.5% Individual M3As: 4/-5.2% to +/-6.1%
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In every metro area surveyed, the vast majority of homeowners continue
to express a high degree of confidence in their ability to continue
affording their home over the long term; overall, seven of every ten (70
percent) homeowners surveyed in July said they are confident that they
will be able to afford to stay in their home as long as they want.

Of homeowners who reside in one of the 20 cities surveyed, those in
Phoenix expressed the greatest amount of confidence in their ability to
continue affording homeownership (77 percent), which is up from just
two-thirds (66 percent) of Phoenix homeowners two years ago (July
2014).

San Jose residents are the least sanguine: the percentage of
homeowners there who are “somewhat unconfident” or “not confident”
that they will be able to afford to stay in their home over the long haul
jumped to 14 percent in July—double the percentage recorded in July
2015.

Although homeowners in the New York metro area still have relatively
high affordability anxieties, their concerns have diminished by the largest
degree over the past year; the percentage of homeowners in both
Atlanta and Las Vegas who are “somewhat unconfident” or “not
confident” is less than half than it was two years ago, in July 2014.

A majority (62 percent) of all renter households surveyed in July said they
are still “confident” or “somewhat confident” they’ll be able to afford to
own a home someday. This is down from two-thirds (66 percent) of
renter households that said so two years ago, in July 2014.

In San Francisco and New York, one-half (51 percent and 50 percent,
respectively) of renter households are “not confident”, “somewhat
unconfident”, or uncertain in their expectations re: the future
affordability of homeownership. Also, the percentage of renters with
these sentiments living in Seattle, San Jose, and Boston are approaching
the 50 percent mark (48 percent, 47 percent, and 45 percent,
respectively).

Renters:
Will you be able to afford to own a home someday?

% of Renter Households “Confident” or "Somewhat Confident"

90% M Renter Expectations re: Ability to Afford a Home in the Future
o ® Percentage of Entry-level Homes in Negative Equity
70%
62%
50%
S0%
40K
30%
(L%
10%
0%
SERPCE T S S R T A I R R« B A T
-?gég &E éq.séu < éfg & g"&é’ $ rr?gé‘&o'? FFIes
TELEp o F g + &g ¥ I FFF
S S & v 7 T
8 < < = =

Source: Pulsenomics July 2016 U.S. Housing Cenfidence Survey of 10,000 households, including 3,762 renter househalds
Margin of arror: Mean/Compeosite of 20 M5As: +/-2.0%  Individual MSAs: +/-6 3% to +/-8.3%

Entry-level home negative equity data represent the % of homes in each metro area's "bottom value tier” (i.e., the bottom-
third by home value) with mortgage debts exceeding home value as of the end of Q2 2016, as calculated by Zillow. Inc.
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Housing Expectations Indicator (HEI) (cont’d)

o Although the number of American homeowners with negative equity
continues to fall steadily overall (to just over 12 percent nationally as
of the end of Q2 2016), it is taking the owners of the least expensive
one-third of the housing stock longer to recover from the bust (on
average, over 19 percent of owners of these lower-priced homes have
negative equity). In the majority of the metro areas with above-
average homeownership affordability expectations among renters
(eight of eleven), the percentage of entry-level homes that remain
underwater is also above-average—including in Detroit, where the
negative equity rate among owners of entry-level homes still exceeds
41 percent.

Households who are currently renting in one of the eight markets
alluded to above will face a significant challenge when they decide to
take the homeownership plunge: the value appreciation needed to
enable underwater owners in those metro areas to list their starter
homes for sale will lower affordability, which could dampen aspiring
renters’ confidence, further delaying (if not derailing) their plans to buy
a home.

e Presently, only a minority of renters in New York and San Francisco—49
percent in each metro area—are “confident” or “somewhat confident”
in their ability to own a home someday, down from 64 percent and 58
percent, respectively, in July 2014.

e At least one-third of renters in 13 of the 20 metro areas surveyed in

July were “not confident”, “somewhat unconfident”, or uncertain in
their expectations re: the future affordability of homeownership.

The following chart shows the degree to which the expectations of renter
households (concerning homeownership affordability) have shifted in
each of the surveyed metro areas over the past year.

Renter Expectations re: Affordability of Homeownership in the Future
(July 2016 vs. July 2015)

"How confident are you that you will be able to afford to own a home someday?"
July 2016 vs, July 2015

YoY % Change in # of Renters
Confident or Somewhat Confident

Source: Pulsencmics LLC LS, Housing Confidence Survey

o Relative to renters in all other cities surveyed, those in Minneapolis
had the biggest positive year-over-year change in optimism regarding
affording a home in the future. Meanwhile, pessimism in this regard
grew the most over the past year among renters in Seattle.

e InJuly 2016, compared to July 2014, 23 percent fewer renters in both
the Dallas and New York metro areas said they were “confident” or
“somewhat confident” that they will be able to afford a home
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someday, the largest two-year drop(s) in such renter sentiment among
all metro areas surveyed.

Expectations: Driving the Confidence Gap

o Of the three U.S. composite ZHCI sub-indices, the largest gap between
homeowners and renters (12.2 index points) appears in the HEI.
Among the individual metro areas, the largest HEI tenure gap currently
is in Seattle (more than 20 index points), and the smallest is in Chicago
(less than 5 index points).

o A breakdown of the homeowner-renter gap in the Seattle ZHCl is
displayed in the next line chart; the bar graph that follows it
summarizes several indicators gathered from Seattle households in
July that contribute to the 20.6-point gap in the HEI sub-index.

Seattle renters’ expectations are blunted by several factors; they are
especially concerned about affordability of homeownership in the
future.

85
Housing Confidence Divergence in Seattle
80
75
70
= —20.6
2
S 65
I
~
60
55
50
lan-14 Jul-14 Jan-15 Jul-15 lan-16 Jul-16
Seattle Homeowners Seattle Renters
= Housing Confidence === Housing Confidence
Market Conditions Market Conditions
Expectations Expectations
Aspirations Aspirations
Selected Drivers of Housing Expectations in Seattle
Homeowners vs. Renters
MW Seattle Homeowners
) |
Seattle Renters 7% ’s
20% 69% 72% %

Confident re: Local home values Where | live, homes  People who just  Buying a home is the
affordability of  will go up over next will be worth more  purchased a home best long-term
homeownership in 12 mos in 10 yrs here will be better investment a person
future off financially in 10 can make

yrs vs. those who
rent
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Homeownership Aspirations Indicator (HAI)

The U.S. Composite HAI is now 63.5, continuing to edge higher (1°0.5
since January, and 1°0.9 YoY). Among residents in the 20 metro areas
surveyed, those in the Miami metro area still have the strongest
aspirations for homeownership (all-tenure HAI: 68.2, 1°0.9 since January,
and 1.2 YoY), while Boston households have the lowest (all-tenure HAI:
57.8,1,2.9 since January).

Since inception, relative to the two other housing confidence sub-
indexes, the composite HAI has been stable, with all readings locked in
the 62 to 63 range. However, HAI has been volatile for several individual
metro areas—especially among renter households.

e For example, the Renter HAI plummeted more than 8 points in Boston
and Tampa since the previous reading in January, while it soared more
than 9 points in Philadelphia and St. Louis over the same period.

Renters’ Homeownership Aspirations
Divergent Paths, Volatility at the Metro Area Level
75

@ @ -
=] [ o

wn
w

Zillow Homeownership Aspirations Sub-Index
(Renters)

wn
o

lan-14 Jul-14 Jan-15 Jul-15 Jan-16 Jul-16
—Atlanta —Boston =——Philadelphia = Phoenix
=5aint Louis ——Seattle —Tampa + + »J5 Composite

Here are some of the data that drove the Renter HAI higher for St. Louis
and Philadelphia:

St. Louis (Renter HAI 61.4, 1810.3):

e The severe storms and flooding that ripped through St. Louis last
December and early January might have had a temporary psychological
impact on many of the renters there who responded to the previous
edition of our survey.7

e While entry-level home values in St. Louis appreciated in the year-
ended June 2016, they did so at a relatively modest rate: 4.3 percent
(the June 2016 year-over-year 20-metro area average home value
appreciation rate for entry-level homes was 8.8 percent). Also, in July:

v More than seven in ten St. Louis renters (71 percent) said that they
are determined to own a home someday, or think about
homeownership “a lot”; in January, less than one-half (46 percent)
of St. Louis renters said so.

v More than two-thirds (68 percent) of renters said they expect to buy
a home within the next five years, up from less than one-half (44
percent) who said so six months earlier.

v Six in ten of St. Louis renters (60 percent) said that owning a home
provides a person more freedom than renting, up from 52 percent
who said so in January.

7U.S. Housing Confidence Survey was fielded January 6" — 14™. The storms and flooding in St. Louis
resulted in a federal disaster declaration in several counties.
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Philadelphia (Renter HAI 60.8, 19.5):

e Entry-level home values in Philadelphia have also been appreciating,
but at an even more modest rate (3.0 percent) than those in St. Louis.

e The 3 percent year-over-year decline in Philly’s entry-level home
inventory is less than one-half the 8.3 percent YoY% decline in entry-
level home inventory nationally.

o In July, more than half of Philadelphia renters (53 percent) said that
they are determined to own a home someday, up from 39 percent who
said so in January.

e 62 percent of renters said they expect to buy a home within the next
five years, up from 46 percent who said so in January.

o InJuly, more than one-half (58 percent) of Philly renters said that
owning a home is necessary to live The Good Life and The American
Dream; less than one-half (41 percent) said so in January.

After its July plunge, the Renter HAI in Tampa is now the lowest of all 20
metros, having fallen almost 11 points during the past year to the 52.3
level. With entry-level home inventory in Tampa more than 21% lower
than a year ago, and starter home values up 12.3% year-over-year as of
June 2016, Tampa renters have become less enthusiastic about their
prospects for homeownership.8

Here are some of the relevant attitudinal changes that drove down the
Renter HAI level for Tampa since just the start of the year. In July, the
number of Tampa renters who said:

v “Owning a home is necessary to be a respected member of society”
fell by 47 percent from January.

v “Owning a home provides a person more freedom than renting”
decreased by 13 percent.

v They are determined to own a home, or think a lot about owning a
home, declined by 12 percent.

v They plan to buy a home within the next five years fell by 14 percent.

In contrast, the mood among Phoenix renter households has been
improving, with the city’s Renter HAl up more than 7 points over the past
year (Renter HAI 68.6, 1°7.1 YoY). Of the 20 metro areas surveyed, this is
the largest one-year increase recorded for this sub-index, leaving Phoenix
renters with the near-strongest homeownership aspirations in the
country, second to only those in Miami.

73 Homeownership Aspirations - Renters
»
g 70 Miami
2 Phoenix
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g 65
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2
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50
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8 According to data from Zillow Research, of the 20 metro areas surveyed by Pulsenomics, year-over-year
entry-level home inventory fell more than 20 percent in three other metro areas, Boston, Dallas, and
Seattle. Along with Tampa, these four cities now have the four lowest-ranked Renter HAls.
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Homeownership Aspirations Indicator (HAI) (cont'd)

Although home values are up 8.7% through the year ended June in the
Valley of the Sun, Phoenix renters have reason for optimism as homes
are still relatively affordable there. According to HSH, a homebuyer
needs to earn less than $45,000 a year to afford the monthly payments
on a median-priced Valley house.

Would-be first-time homeowners in Phoenix also have more homes to
choose from compared a year ago—listed entry-level inventory is up
more than 11 percent year-over-year—by far, the largest such increase
among the 20 metro areas that comprise HCS (on average, entry-level
home inventory is down 10.7 percent across all 20 cities).

The five key factors that have driven the divergent paths of renters’
homeownership aspirations in Tampa and Phoenix over the past year are
summarized in the chart below.

Tampa and Phoenix: A Tale of Two Cities
Change in Response Choice Frequency Among Renter Households
July 2016 vs. July 2015

Homeownership Aspirations: Indicators %
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within 5 years

Source: The U.S. Housing Confidence Survey

The last table on page 14 summarizes the changes in Renter HAI rankings
over time for all 20 metro areas that comprise ZHCI.

Social Status, Freedom, and The American Dream

In addition to geographical differences, homeownership aspirations vary
by tenure and demographic characteristics. Members of ethnic and racial
minority groups have especially vibrant, strengthening homeownership
aspirations. For example:

o Latino and Black heads of household continue to express relatively

strong homeownership aspirations overall. Data from one of several HAI
indicators are displayed in the following sets of pie charts.

"Owning a Home: Necessary to Live the Good Life

and The American Dream."
(% of Heads of Household who said "Yes")

White Black Latino Asian/Other
n=5922 n=1,233 n=1,756 n=1,091

Source: July 2016 U.S. Housing Confidence Survey
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o InJuly, nearly seven in ten (68 percent) of all Latino households said
that owning a home is necessary to live The Good Life and The
American Dream, up from 61 percent who said so in January 2014.

"Owning a Home Provides a Person More Freedom
Than Rentinga Home."
(% of Heads of Household who said "Yes")

White Black Latino Asian/Other

209D

o Almost three-quarters (74 percent) of all Latino households in July said
that owning a home provides a person more freedom than renting a
home, up from 68 percent who said so in January 2014.

e InJuly, almost six in ten (59 percent) of Black renters said that owning a
home someday is a specific goal they are determined to reach, up from
54 percent two years ago; seven in ten of them (70 percent) said that
they expect to buy a home within the next five years, up from 65
percent two years ago.

The following series of charts illustrate how homeownership aspirations

vary by tenure type and selected demographic characteristics.

“Is owning a home necessary to be a respected member of society?”

Not Sure

| Yes H No

o T
Households
8%
41%
7%
35%
9%

The chart below shows that households headed by millennials, and ethnic
minority households, are more inclined to believe homeownership delivers
greater social status than renting does.

100%

50% "Owning a home is necessary to achieve
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Source: Pulsenomics, July 2016 U.S. Housing Confidence Survey of 10,000 households (6,238 homeowners and 3,762 renters).
Margin of error: +/-1.2% (All Households), +/-1.5% (Homeowners), +/-2.0% (Renters), and larger for smaller population subgroups.
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Social Status, Freedom, and The American Dream (cont’d)

The following chart shows that a greater than two-thirds majority (67
percent) of all 10,000 heads of household surveyed in July said that
homeownership provides a person more freedom and a better quality
of life than renting. More than seven in ten (72 percent) of homeowners
believe this, while fewer than six in ten (59 percent) of renters do.

“What provides a person more freedom: owning, or renting a home?”

B Owning M Renting Not Sure
67%
All e
Households
7%
Homeowners E.
6%
59%
Renters 32%
9%

Figures may not sum to 100% due to rounding.

Along with Latino households, millennials believe more strongly than
other population cohorts that homeownership is more liberating than
renting. In July, exactly three-quarters (75 percent) of millennial-aged
heads of household said that owning a home provides a person more
freedom than renting one.

100%
"Owning a home provides a person more freedom than renting."
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Source: Pulsenomics, July 2016 LS. Housing Confidence Survey of 10,000 households (8,738 homeowners and 3,762 renters).
Margin of error: +/-1.2% [All Households), +/-1.5% [(Homeowners), +/-2.0% (Renters), and larger for smaller population subgroups.

Despite the steady declines in the U.S. homeownership rate in recent years,
more than six in ten (61 percent) of heads of household surveyed believe
that homeownership is a necessary ingredient to living The Good Life and
The American Dream.

* Once again, a demographic analysis reveals how attitudes differ by
population segment: homeowners, millennials, seniors, and members of
ethnic minority groups tend to associate homeownership with The
American Dream more often than other population segments.
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More detailed analysis of survey responses shows the degree to which
viewpoints about homeownership as “The American Dream” vary

according to geography and household tenure.

“Some say that owning a home is necessary to live The Good Life
and The American Dream. Do you agree? Or disagree?”

Mean

Los Angeles
Miami

New York

Las Vegas
Dallas

St Louis
Chicago
Seattle

San Diego
Tampa
Denver

San Jose
Detroit

San Francisco
Phoenix
Philadelphia
Washington DC
Atlanta
Minneapolis

Boston

(% of Households who agree, by MSA and Tenure)

B Owners who agree Renters who agree

i3
523

Source: Pulsenomics LLC, July 2016 U.S. Housing Confidence Survey of 10,000 households
Margin of error: Mean/Composite of 20 MSAs: +/-1.5% (Homeowners), +/-2.0% (Renters);

Individual MSAs: +/-5.2% to +/-6.1% (Homeowners); +/-6.3% to +/-8.3% (Renters)

e Inall 20 metro areas surveyed, the majority of homeowners see
homeownership as a prerequisite for living The American Dream.

¢ In seven of the cities, one-half or fewer renter households believe that
homeownership is necessary to live the American Dream.
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Home Buying Aspirations: Timing Matters

Another useful measure of the relative strength of homeownership
aspirations is the expected timing of future home purchase activity.

Homeowners:

“When do you expect to buy a

different home?” Not Sure

11%

e 37 percent of all homeowners
interviewed in July said that

they expect to buy a different 6,238 SEm
home within the next five homeowner  fromnow
L . households 19%

years. This is up slightly year-
over-year (from 36 percent in
July 2015). sEomsiEn

now

25%

Homeowner Responses by Metro Area
(Sorted by percent of Households Expecting to Buy within the Next 5 Years)

W Within Next 12 Mos ~ ® 1-2 yrs from now 3-5 yrs from now =5 yrs from now

Mean e o5

Los Angeles
Chicago
Washington DC
New York
Miami

Las Vegas
Tampa

San Jose
Seattle

San Francisco
5an Diego
Detroit
Phoenix
Dallas
Atlanta
Denver

St Louis
Philadelphia
Minneapolis

Boston
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Bars do not sum to 100% because this chart excludes those homeowners who said (a) they expect to never buy
again or (b) they are unsure when they might buy again.

Source: Pulsenomics July 2016 U.5. Housing Confidence Survey of 10,000 6,238
Margin of error; Mean/Compasite of 20 MSAs; +(-15%  Individual MSAs: +/-5.2% to +/-6.1%

Los Angeles is the only metro area where more than one-half (56
percent) of homeowners expect to buy a different home within the
next five years. Two years ago, 39 percent of L.A. homeowners
expected to buy again within five years.

In 16 of the 20 metro areas surveyed, at least one-third of
homeowners expect to buy a different home within the next five
years.

More than one-third (35 percent) of existing homeowners in St. Louis
now say that they will never buy another home. In this metro area,

“When do you expect to buy a
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home values remain well below their peak levels (by more than 11
percent) and, at 14 percent, negative equity rates for those
homeowners with a mortgage are above the U.S. average.9

Renters:

‘Within Next
home?” 121;::0
In July, more than six in ten
renters (61 percent) surveyed
said that they expect to own a
home within the next five years,

and more than one-third (34

3,762
renter
households

percent) of them said they 5 yrs from o

. . - rsTrom
expect to buy a home within the '{g ﬁow
next two years. 27%

Renter Responses by Metro Area
(Sorted by percent of Households Expecting to Buy within the Next 2 Years)

m Within Next 12 Mos m 1-2 yrs from now >2 yrs from now

(PETNIN 119 N7 03% 77
Miarmi

5t Louis
Denver
Phoenix
Atlanta

Detroit

Las Vegas
Washington DC
Chicago
Minneapolis
Dallas

San Jose

Los Angeles
Philadelphia
Tampa

Seattle

San Diego

MNew York
Boston

San Francisco

0% 10% 20% 30% 40% 508 6% T0% 80 0%
Bars do not sum to 100% horizontally because this chart excludes those renters who
said that they (a) expect never to buy or (b) are unsure when they might buy.

Source: Pulsenomics, July 2016 U.S, Housing Cenfidence Survey of 10,000 househelds, including 3,768 renters
Margin of error: Mean/Compesite of 20 M5As: +/-2.0%  Individual MSAs: +/-6.3% to +/-8.3%

If extrapolated to the national level, the figures in the preceding bullet
point translate into an average of about seven million first-time buyers in
each of the coming two years. Even if recent improvements in
employment, wage growth, and negative equity rates accelerate in the
near-term, it’s clear that the majority of these aspirational renters will
travel a longer path to homeownership than they currently expect.10

° Q2 2016 Zillow Negative Equity Report.
e acknowledge that some (unknown) minority of renter households has owned a home in the past.
There are approximately 41mm renter-occupied homes in the U.S. (34% = 13.9mm). According to NAR,
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Home Buying Aspirations: Timing Matters (cont’d)

The number of renters who expect they’ll never buy a home is now 15
percent, unchanged from one year ago, but down from 17 percent two
years ago.

One-fifth or more of the renters in Boston, Dallas, New York, and Tampa

said in July that they expect to never buy a home. In contrast, just seven
percent of Atlanta renters said they expect to never buy, the lowest
percentage of the metro areas that comprise HCS.

Over the past year, there have been several notable developments in renter
expectations re: their plans to take the homeownership plunge, e.g.:

e Some renter households appear to have been discouraged by recent
home inventory shortages and price increases, as the number of them
who said that they expect to buy a home in the next five years has fallen
four percent across the 20 large metro areas surveyed.

o Renters in one-half (ten) of the metro areas surveyed have become more

optimistic that they will join the ranks of homeowners within a 5-year
timeframe.

e The number of Minneapolis renters who said that they expect to buy a

home within the next five years has increased 24 percent (from 59

percent in July 2015 to 73 percent in July 2016), while the number in Los

Angeles has sunk by 23 percent (from 66 percent to 51 percent).

o
=2 - '? .,‘;9 3
S o o * £ £ 5 i
g I3 & Foa i & &
B L o o P o Fx o S 2 .£

ES fEF T ST giads

o=~ U g = 0 )

SSEETEISSF TSI TSEISTSFF S

YoY% Change in # of Renters
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about 40% of all home sales involve a first-time buyer in a “normal” year. If one assumes 5.5mm total
average annual home sales, first-time buyers would absorb 2.2mm units in each “normal” year.

Zillow Housing Confidence Index
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Housing Confidence by Tenure Category

While the composite measures of housing confidence for both owners
and renters were up in July compared to two years ago, renter
confidence has weakened during the past year (see table below).

Headline ZHCI By Tenure Category

July 2016
Level 1yrChg 2 yr Chg Level 1yrChg 2 yrChg

US Composite 61.2 - -0.6 - 24
Atlanta 70.6 2.7 & 4.8 63.6 v -1.4 v -04
Boston 71.9 a0 13 £ 23 60.9 019 2.0
Chicago 67.2 ¥ -2.0 & 45 63.3 A06.0 4 85
Dallas 74.0 & 025 £ 6.8 59.0 ¥ -2.5 ¥ -0.2
Denver 72.0 + -0.2 029 67.0 = 0.0 3.6
Detroit 69.3 a3 21 62.1 & 4.5 & 57
Las Vegas 73.0 0.6 & 56 60.0 - -2.7 1.8
Los Angeles 75.9 3.6 & 25 63.6 v -0.8 @ 41
Miami 70.9 - -1.8 0.5 67.1 & 3.0 73
Minneapolis 69.1 o 04 &~ 26 64.3 & 52 a7
New York 70.6 4039 & 37 57.3 ¥ -3.4 + -0.8
Philadelphia 67.3 a0 3.2 5.0 61.1 &~ 2.8 a7
Phoenix 73.5 002 £ 6.9 65.9 33 063
St. Louis 66.4 a4l £ 3.8 56.6 ¥ -2.5 A 003
San Diego 73.6 & 1.5 &023 61.7 & 08 3.8
San Francisco 72.9 + -0.1 - -0.7 60.1 v -33 v -1.7
San Jose 715 v -3.4 ¥ -11 61.0 v -7.0 A 0.8
Seattle 76.1 a 1.7 & 3.7 59.7 ¥ -5.0 404
Tampa 72.0 a0 4.6 6.2 57.9 + -5.9 + -0.2
Washington DC 73.0 a1l & 29 62.6 v -14 015

® Year-over-year, the overall level of housing confidence for renters
(HCI: 61.2,,0.6) diminished while homeowner confidence moved
higher (HCI: 71.3,11.7), widening the gap in sentiment between
household tenure categories.

» Homeowner confidence continues to exceed renter confidence in
every metro area studied; the gap between the two is greatest in
Seattle, and smallest in Miami (with Chicago close behind), where
all three HCI sub-indices—which separately quantify assessments of
housing market conditions, expectations, and homeownership
aspirations—have rebounded during the past year for renter
households, but have fallen for homeowners.

80 Miami Seattle
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e Although still in positive territory (i.e., above the 50.0 index level), renter
confidence in St. Louis is still the lowest of the 20 metro areas—despite its

Home Value Expectations Rankings: Next 10 Years Appreciation
(Expected Average Annual Rate)

4.7 point increase since the start of the year. All Respondents Home Owners Renters
. . ) Rank Metro Mean (%)| Rank Metro Mean (%)| Rank Metro Mean (%
* Western and Southwestern cities continue to dominate the top 1 SanDiego 495 | 1 San Jose 546 | 1 Philadelphia 538
housing confidence rankings for homeowners, but sentiment among 2 SanFrancisco 495 | 2 Seattle 534 | 2 SanDiego 5.35
renters in several of these pricey metro areas is showing signs of 3 San Jose 484 | 3 sanFrancisco 499 | 3 SanFrancisco  4.46
weakness. For example, renter confidence in both Seattle and San Jose 4 Seattle 469 | 4 Phoenix 476 | 4 Boston 4.24
. ) Bost 4.43 New York 4.76 Los Angel 413
has plunged more than 5 points since the start of the year to levels > oston > ewror 5 [losAngeles
h bel h fth died 6 Los Angeles 4.43 6 Los Angeles 4.75 6 Minneapolis 3.96
that are below the mean of the 20 metros studied. 7 Tampa 428 | 7 WashingtonDC 470 | 7 Atlanta 3.93
o Although still in positive territory (i.e., index levels > 50), sentiment 8  Newyork 427 | 8  SanDiego 460 | 8 Denver 3.8l
. . . N 9 Phoenix 4.22 9 Tampa 4.52 9 San Jose 3.53
remains relatively weak among households in Eastern and Midwestern o P
10 Miami 4.06 10 Boston 4.41 10 Tampa 3.52
metro areas. 11 Atlanta 200 | 11 Dallas 428 | 11 NewYork  3.39
. . . . 12 Philadelphia 3.92 12 Miami 4.27 12 Miami 3.33
Rankings of Selected ZHCIs and Housing Confidence Indicators
gs ot >electe © gLo ence 0 13 Dallas 3.90 13 Las Vegas 4.24 13 Seattle 3.28
Housing Confidence Index Rankings (Headline Levels, by Tenure) 14 WashingtonDC  3.87 | 14 Atlanta 421 | 14 Detroit 3.15
15 Denver 3.79 15 Chicago 3.90 15 Dallas 3.00
Homeowner Confidence Renter Confidence 16 LlasVegas 377 | 16 Detroit 373 | 16 Phoenix 3.00
July 2016 Index Index 17 Detroit 3.60 17 Denver 3.70 17 Las Vegas 2.79
Rank Metro Area Level Metro Area Lovel 18 Minneapolis 359 | 18 Minneapolis  3.40 | 18 Chicago 2.58
19 Chicago 3.40 19  Philadelphia 3.24 19 Washington DC  2.32
1 Seattle 761 Viami 61 20 St Louis 248 | 20 St Louis 312 | 20 St Louis 1.03
20-Metro Average .l:m 20-Metro Average m 20-Metro Average
o 2 Los Angeles 75.9 Denver 67.0
> . . . . .
! Dallas 74.0 Phoenix 65.9 o Since the inception of ZHCl in January 2014, homeownership
o, san Diego 736 Minneapolis . asplratlons_among Miami renters.ha\{e been consistently high; in
L.A., Detroit, and D.C., renter aspirations have rebounded from
5 Phoeni 73.5 Los Angel 63.6 . L
oeni o° Aneees bottom-five rankings into the top ten.
US Composite 71.3 US Composite 61.2
16 Detroit 69.3 Seattle 59.7 o Renter aspirations in Boston, New York, Seattle, and Tampa have
o ‘ , moved into the bottom-five, and are now flirting with deficit (i.e.,
= 17 Minneapolis 69.1 Dallas 59.0
o sub-50) RAl levels.
E 18 Philadelphia 67.3 Tampa 57.9
& 19 Chicago 67.2 New York 57.3 Renter Homeownership Aspirations Index
20 St. Louis 66.4 St. Louis 56.6 Sorted by Change in HAI Rank Since January 2014

Home Value Expectations Rankings: Next 12 months Appreciation

Home Owners Renters
Rank Metro Mean (%) | Rank Metro Mean (%) | Rank Metro Mean (%
1 Seattle 5.04 1 Seattle 5.18 1 Denver 5.59
2 San Francisco 4.81 2 San Jose 4.52 2 San Francisco 5.01
3 Denver 4.44 3 San Francisco 4.48 3 Seattle 4.90
4 San Jose 4.34 4 Denver 4.15 4 San Jose 4.05
5 Phoenix 3.90 5 Dallas 392 5 Phoenix 3.85
6 Dallas 367 6 Phoenix 3.70 6 Dallas 3.79
7 San Diego 3.54 7 San Diego 3.61 7 Minneapolis 3.68
8 Tampa 3.39 8 Miami 3.55 8 San Diego 3.46
9 Las Vegas 3.25 9 Tampa 3.37 9 Los Angeles 3.38
10 Atlanta 3.12 10 Las Vegas 3.21 10 Atlanta 3.37
11 Miami 311 11 Washington DC 3.13 11 Las Vegas 3.32
12 Los Angeles 3.08 12 Los Angeles 3.04 12 Boston 3.17
13 Washington DC 3.05 13 Atlanta 3.00 13 Tampa 3.15
14 Boston 297 14 New York 2.94 14 Washington DC 3.04
15 New York 2.85 15 Chicago 293 15 New York 2.66
16 Minneapolis 2.67 16 Boston 2.88 16 Detroit 2.48
17 Detroit 2.58 17 Detroit 2.54 17 Chicago 2.26
18 Chicago 2.54 18 Minneapolis 229 18 Miami 2.15
19 St Louis 173 19 St Louis 217 19 Philadelphia 0.92
20 Philadelphia 1.65 20 Philadelphia 1.86 20 St Louis 0.36
20-Metro Average 20-Metro Average 20-Metro Average

Source: July 2016 U.S. Housing Confidence Survey

Los Angeles
Detroit
Washington DC
Phoenix

San Francisco
Philadelphia
Chicago
Minneapolis
Saint Louis
Denver
Miami
Atlanta
Seattle

San Diego
Boston

San Jose
Tampa

Las Vegas
Dallas

New York

U.S. Composite

January 2014 July 2016
Renter HAI
Renter HAI Renter HAI Renter HAI Renter HAI Rank
Level Rank Level Rank Change
54.8 18 64.1 4 a4
55.8 16 63.8 6 10
57.0 15 62.8 7 & 8
61.1 8 68.6 2 &6
51.1 20 56.3 15 M5
58.0 14 60.8 10 a4
59.0 11 62.4 8 o 3
53.8 19 56.0 16 & 3
59.6 10 61.4 9 ol
63.0 5 64.0 5 = 0
67.4 1 69.1 1 =0
63.9 2 64.1 3 -1
55.4 17 53.5 19 v -2
60.4 9 58.8 14 -5
58.4 12 53.7 18 -6
62.4 6 60.5 12 V-6
58.2 13 52.3 20 v -7
63.4 3 60.5 11 7 -8
63.0 4 59.5 13 -9
61.6 7 55.7 17 +-10
59.3 n/a 60.1 n/a n/a
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The Millennial Monitor

Since the historic U.S.
housing bust, there has
been much speculation
that millennials would lead
a permanent shift away

iaen

The U.S. millennial generation—the
group of people 18 to 34 years of age
in 2015—is projected by The Census
Bureau to exceed 75 million and

o™ Report
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Selected Housing Confidence Indicators

Millennials vs. All Other Age Cohorts

Renter Households m Millennials

Non-Millennials

Determined to own a home

from homeownership. surpass the baby boomers to become 35%

However, as preceding the largest generation this year. The

pages within this report attitudes and actions of members of Confident or somewhat confident in ability to [ R s/
indicate, the July 2016 HCS this group will influence the health afford a home someday 53%

data confirm yet again and dynamics of U.S. housing markets

what we have reported in the coming decades more than Expect to buy a home within 2 years _33% 34%

since early 2014:
millennials continue to
have a hearty appetite for
homeownership—despite

those of any other population
segment. This is why monitoring the
millennial mindset concerning the
housing market is—and will continue

Expect to buy a home within 5 years

heavy student debt loads, to be— important.
slow income growth, low

savings, and in some cases, painful foreclosure crisis experiences.

(2,762 total renter households, 1,648 of which are headed by a millennial adult).

All Households (renters and homeowners

Owning a home....

Is necessary to be a respected member of _ 48%

society 34%

66%
9%
75%

5
63%
' )

Next 10 yrs (Ann Avg)

e Millennial-age heads of household confirmed their upbeat
sentiments concerning the housing market in July, which are
buoyed by exceptionally strong homeownership aspirations
and expectations for future home value growth relative to

th horts.™
otner age conorts. Is necessary to live The Good Life and The

- . . . American Dream
e More than six in ten (61 percent) millennial renters said they are

determined to own a home someday. This housing confidence
indicator is up from 58 percent in January, and remains
substantially higher relative to all other renters.

Provides more freedom than renting

. . . . . Expected home value appreciation
o Notwithstanding their uncertain near-term income growth P PP

prospects, increasing student debt loads, and inevitable
mortgage rate increases in the future, three-quarters (75
percent) of millennial renters are confident, or somewhat
confident, that they will be able to afford to own a home
someday.

Next 12 months

{10,000 heads of h

Id, including 3,095 millennials),

o Seven in ten millennial renters expect to buy a home within the
next 5 years, while just over one-half (52 percent) of all other 8%
renters expect to. Long-Term Home Value Expectations*

(All Household Types, By Generation Cohort)

o Three-quarters (75 percent) of millennial heads of all households . 5 0%

believe that owning a home provides a person more freedom
than renting a home, up from the 70 percent that said so in

4.3%
January.

4.1%
4%

o Although millennials’ long-term home value expectations dipped
in July (very slightly, from 5.00% to 4.95%), and those of all other
age cohorts increased, millennials’ long-run expectations for
home values remain significantly higher than those of older
heads of household.

3.6%
3.3%

3.2%

_/‘ 2.6%

3% _.--'""""--..___

2.9%

2,250 smm—
2%

e \lillennials

Expected Averge Annual Home Value % Change

Gen X ====Younger Boomers == ==Older Boomers ====Seniors

1%

lan 14 Jul 14 Jan 15 Jul 15 lan 16 Jul 16

*Expected average annual rate of home value appreciation over the next 10 years.
" Of the 10,000 respondents to the July 2016 U.S. Housing Confidence Survey, 3,095 were of the millennial

generation. In aggregate, the 20 metro areas sampled by Pulsenomics for The U.S. Housing Confidence

Survey represent about 35% of the total U.S. population; the views of households residing in these

markets (and those of subgroups, such as the millennial generation) may differ from those of the entire

U.S. population and its corresponding subgroups.
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Selected Reference Material and Data

e Fact Sheet
https://pulsenomics.com/uploads/Fact Sheet 1.12.pdf

e An Overview
The U.S. Housing Confidence™ Survey and
The Zillow” Housing Confidence™ Index
https://pulsenomics.com/uploads/HCS HCI Overview v1.3.pdf

e Complete ZHCI Data Set
https://pulsenomics.com/Housing_Confidence Index.html or
http://www.zillow.com/research/

HCS Statement of Methodology

The research for The U.S. Housing Confidence™ Survey is conducted using
blended sample, mixed mode technology. This approach supplements a
landline sample frame using the Random Digit Dialing (RDD) method with
an internet-user sample frame that ensures that the views of respondents
without a home telephone (i.e., cell phone users) also are reflected in the
research data. Respondents reachable on a landline (home) telephone are
interviewed on their home telephone in the recorded voice of a
professional announcer, with re-attempts made to busy signals, no-
answers and answering machines. Landline households are selected at
random. Listed and unlisted landline phones have an equal chance of
being included. Respondents not reachable on a landline phone (i.e.,
adults who use their cell phone instead of a landline phone for all or most
of their voice communications) are shown a questionnaire via the internet
on their smartphone, tablet, or other electronic device. The survey
instrument is administered to adults age 18 or older who make, or share
in making, most of a household’s financial decisions. For each
metropolitan area, the respondent universe from the landline and internet
samples are combined and weighted using the most recent US Census
estimate for age, gender, ethnic origin, and household tenure to align the
sample to the population. The presentation of research results contains
the dates on which interviews were conducted and the geography that
was surveyed. The exact wording of the questions, as experienced by the
respondent, is shown. All questions are reported. No questions are
suppressed. Interviews were conducted in English.

Assigned to each question within the instrument is a theoretical margin of
sampling error. Note that such error is useful only in theory. (Though commonly
cited in the presentation of research results, sampling error is only one of many
types of error that may influence the outcome of an opinion research study.
More practical concerns include the way in which questions are worded and
ordered, the inability to contact some members of the population, the refusal
of others to be interviewed, and the difficulty of translating each questionnaire
into all possible languages and dialects. Non-sampling errors cannot be
quantified). In theory, one can say with 95 percent certainty that the results of
the landline sample would not vary by more than the stated margin of sampling
error, in one direction or the other, had the entire universe of landline
respondents been interviewed with complete accuracy. Fieldwork for this
survey was completed by SurveyUSA of Clifton, NJ.

This statement conforms to the principles of disclosure as recommended by the
National Council on Public Polls (NCPP).
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e Gauging Confidence in the U.S. Housing Market
Office of Policy Development and Research (PD&R) of the
U.S. Department of Housing and Urban Development
Cityscape Journal

http://www.huduser.org/portal/periodicals/cityscpe/vol17num?2/article13.html

e The U.S. Housing Confidence™ Survey Instrument
https://pulsenomics.com/uploads/HCS Instrument v1.12.pdf

e The U.S. Housing Confidence™ Index Methodology
https://pulsenomics.com/uploads/HCI Methodology v1.12.pdf

Permitted Use

The contents of this report are licensed to the subscriber/recipient strictly
for the use(s) permitted by Pulsenomics LLC. In no event may this report or
any of its contents be copied, modified, re-sold, republished, licensed or
disclosed by you to any third party, including co-workers, employees, or
members of any entity affiliated with your employer without the express
written consent of Pulsenomics. Members of the media who have secured

permission to publish excerpts of this report must provide proper
attribution to Pulsenomics LLC as the source.

Questions, suggestions, and media inquiries concerning the content and

permitted uses of this report are most welcome, and can be sent via
electronic mail to info@pulsenomics.com

Disclaimers

No Representations or Warranties

THIS REPORT AND ITS CONTENTS ARE PROVIDED “AS IS” AND WITHOUT
REPRESENTATIONS OR WARRANTIES OF ANY KIND, EITHER EXPRESS OR
IMPLIED. TO THE FULLEST EXTENT PERMISSIBLE PURSUANT TO APPLICABLE
LAW, WE DISCLAIM ALL REPRESENTATIONS AND WARRANTIES, EXPRESS OR
IMPLIED, INCLUDING, WITHOUT LIMITATION, IMPLIED WARRANTIES OF
TITLE, NON-INFRINGEMENT, ACCURACY, MERCHANTABILITY, AND FITNESS
FOR A PARTICULAR PURPOSE, AND ANY WARRANTIES THAT MAY ARISE
FROM COURSE OF DEALING, COURSE OF PERFORMANCE OR USAGE OF

TRADE.

WITHOUT LIMITING THE FOREGOING, WE DO NOT GUARANTEE THE
ADEQUACY, ACCURACY, TIMELINESS OR COMPLETENESS OF ANY
INFORMATION, DATA, OR OTHER CONTENT HEREIN, OR ANY
COMMUNICATIONS RELATED THERETO.

Limitation of Liability

IN NO EVENT WHATSOEVER SHALL WE BE LIABLE FOR ANY INDIRECT,
SPECIAL, INCIDENTAL, PUNITIVE OR CONSEQUENTIAL DAMAGES,

INCLUDING BUT NOT LIMITED TO LOSS OF PROFITS, TRADING LOSSES, LOST
TIME OR GOODWILL, EVEN IF WE HAVE BEEN ADVISED OF THE POSSIBILITY
OF SUCH DAMAGES, WHETHER IN CONTRACT, TORT, STRICT LIABILITY OR
OTHERWISE. IN ADDITION, WE SHALL NOT BE SUBJECT TO ANY DAMAGES

OR LIABILITY FOR ANY ERRORS, OMISSIONS OR DELAYS OF THE
DISSEMINATION OF ANY CONTENT.
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The degree of confidence that U.S. consumers have in their local housing market can have a profound effect on their economic behavior. Yet,
there has been no scientific approach or concerted effort to measure this important economic driver—until now.

The U.S. Housing Confidence™ Survey (HCS) is a unique, unprecedented household survey
developed specifically to facilitate systematic measurement, reporting and tracking of consumer The U.S. Housing Confidence™ Survey
confidence in housing markets across the United States.

Every edition entails:

Data collected in HCS are used to calculate The Zillow® Housing Confidence™ Index (ZHCl), a e Completion of 10,000 interviews with

forward-looking gauge of housing market health with low data latency. ZHCl is positioned to be a household heads residing in major

leading indicator of future home value changes and macroeconomic activity.* metropolitan real estate markets across the
country

Unlike legacy measures of the housing market and surveys of consumer economic sentiment, HCS:

e Compilation of more than 350,000 individual

Focuses exclusively on the scientific measurement of confidence in the particular real estate responses generated by the HCS survey

market where each interviewed respondent resides

Gauges attitudes among homeowners and renters concerning homeownership and prevailing

market conditions at the individual metropolitan area level

questionnaire

e Computation and publication of a wide
variety of housing confidence indexes (ZHCl),

252inall
Measures expectations concerning future affordability and home values (for both short-term v U.S. Composite
and long-term horizons) among both homeowners and renters v Individual Metro Areas
v’ By Tenure (Homeowners, Renters)
Via ZHCI, enables consistent and concise reporting of survey results for easy public v Headline Housing Confidence Index
consumption and comprehension v Housing Market Conditions Index
Zillow, Inc. is the sponsor of this project. Pulsenomics LLC is the author of HCS, and the author of ‘; :gumségiixeﬁiﬁtgtzg?r?t?::s Index

and calculation agent for ZHCI. This extensive research effort was inspired, in part, by the

encouragement, input, and lifetime work of Karl Case and Robert Shiller, with whom The U.S. Housing Confidence Survey is sponsored by
Pulsenomics founder Terry Loebs has collaborated with over the past two decades. Za Z-I I I .
i L11IOW

- Robert Shiller Yale Professor, Nobel Laureate and Pulsenomics Honorary Adviser

- Karl “Chip” Case (1946-2016)

“This survey and these indices will add immeasurably to our understanding of housing markets, with unprecedented detailed information through
time and across geographical areas. We have always been mostly in the dark about fundamental drivers of home prices—now that will change.”

"Over the last three decades, we have learned a great deal about the dynamics of home prices. Our research shows that real estate values have
enormous wealth effects, but the markets are inefficient, and are propelled by expectations of market participants. This housing confidence data
is a critical input to our understanding of consumer behavior, and where real estate markets and the economy may be heading."

Why an authoritative measure of U.S. housing confidence is important

The number of U.S. housing market stakeholders is enormous, and housing is a key driver of the U.S. economy. Expected changes in U.S. home

values have powerful wealth effects

The U.S. housing market has entered an historically volatile era;
new, forward-looking complements to legacy real estate
market metrics can improve risk management

Existing housing indices are, generally, driven by past
transaction data—not prevailing attitudes and expectations that
can shape future transactions, rents and prices paid

Contrary to common belief, existing economic sentiment and
consumer confidence indices do not incorporate any measure
of consumer attitudes concerning the housing market

The most widely followed consumer sentiment and confidence indices in the
U.S. reflect responses to a total of five survey questions, each with standard
answer choices.

Contrary to common belief and intuition, these closely watched economic
indicators do not incorporate any measure of consumer attitudes concerning
the housing market or home values. (The five questions pertain to prevailing
and expected family income, general financial status, business and job market
conditions).

HCS was designed by Pulsenomics to address this critical information void, and
via the ZHCI, to complement existing leading indicators of economic activity,
established housing market indices and legacy consumer sentiment gauges.

By systematically quantifying and tracking changes in housing confidence over time, HCS and ZHCI can enhance economic analysis, policy-making,
decision-making, and risk management protocols pertaining to key U.S. housing markets, local economies, and the national economy.

2 Zillow® is a registered trademark of Zillow, Inc. Pulsenomics®, Housing Confidence™ Survey, and Housing Confidence™ Index are trademarks of Pulsenomics LLC. Presently, ZHCI values are published bi-annually and are
freely available online via Pulsenomics and Zillow Research.
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The Zillow” Housing Confidence™ Index

Index Structure

Similar to the basic approach used to construct some of the most popular U.S. confidence indices and economic indicators, The ZHCl is calculated using a weighted
diffusion index methodology.*® The ZHCl is set on a scale of 0 to 100: index values greater than 50 indicate a surplus of confidence, values equal to 50 indicate a
neutral degree of confidence, and values less than 50 indicate a confidence deficit. Each “headline” ZHCl is a weighted composite measure of three underlying
indicator indices that quantify a unique dimension of confidence in the housing market.

HEADLINE INDEX Housing Confidence Index (HCI)

INDICATOR INDICES

Housing Market Conditions Index (HMCI) Housing Expectations Index (HEI) Homeownership Aspirations Index (HAI)
25% Weight 50% Weight 25% Weight
§ ® Local home values relative to inflation (past 12 mos) ® Near-term: Expected direction and pace of loca Assessment of whether owning a home:
#| @ Current direction of local housing market home value change over the coming 12-month period, ® Provides more (or less) freedom than renting
o
£ Z| e local market buying conditions relative to expected inflation ® Is necessary tolive The Good Life and The American
(7]
E Z| e Local market selling conditions ® Long-term: Expected direction and pace of loca Dream
C
a 8 ome value change over the coming 10-year period, ® |s necessary to achieve social status and earn respect
E b4 relative to expected inflation o If and when existing homeowners plan to buy again
&
% 3 ® Confidence re: future affordability of current home in the future
o I | . - .
= v (homeowners) ® Renters planning to buy a home within coming 5 years
E 3 » Confidence re: future affordability of homeownership ® Homeownership mind share among renters
s
= (renters)
§ £ enters)
% = i cial value of homeo
- -
2 estment value of homeow
]
2 investment options
o
R

Metro-specific and Tenure-Specific Coverage
ZHCls: Headline and Sub-Index History (20-msa composites)

e Pulsenomics calculates and maintains a total of 252 U.S. housing Through July 2016
confidence index series: headline and indicator indices for each 75
of 20 individual metropolitan areas, as well as composite m
measures that gauge housing confidence across the country. . . el
.. asssss®

Level 1yrChg 2 yrChg Level 1yrChg 2yrChg gﬁs LT LT
US Composite 713 - 1.7 4 3.6 6! E K
Atlanta 706 427 A48 63.6 w-14 w-04
Boston 719 & 13 A 23 609 & 19 A 20 60
Chicago 67.2 ¥ -2.0 A 45 63.3 A 6.0 & 85 et
Dallas 740 A 25 @ A68 590 w25 @ ¥-02 - "
Denver 72.0 7 -0.2 a 29 67.0 = 0.0 o 36 \é\a‘ ?;»“ \":\" \é\c\i’ \9““& \s"\h \a‘:\b \o\-«" \i‘:{” \@\-3’ ?‘;\e @-\“’ \é\-‘»"‘ *p‘ @64’ \&-{’ \é;x"‘ \\;n‘“
Detroit 693 431 a2l 621 & 45 A 57
Las Vegas 73.0 A 0.6 A 56 60.0 v -2.7 & 1.8 Index Legend
Los Angeles 75.9 “ 36 25 63.6 v -08 41 Headline Index Sub-index / Indicator Sub-index [ Indicator Sub-index / Indicator
Miami 709 ¥-18 a4 05 671 &30 @ a73 (Hen (HMEI) (HEI) (HA)
vimeapois | | @91 a04 26 | w3 sz a7 e | iieccmiions” " pecatons
New York 706 239 437 573 ¥-34 ¥-08
Philadelphia 673 A 32 a50 611 A28 a7l
Phoenix 735 402 469 659 433 463 e In addition to the four all-tenure ZHCls produced for each metro market, Pulsenomics
St. Louis 664 A 41 A 38 566 ¥-25 a4 03 calculates tenure-specific sub-indices, i.e., headline and indicator ZHCls for (a) the subset
San Diego 736 a 15 A 23 617 & 08 o 38 of HCS respondents who are homeowners and (b) the subset of respondents who are
San Francisco 729 - -0.1 v -0.7 60.1 + -3.3 w -1.7 renters.
San Jose 715 w34  w-11 61.0 w70 a4 08
Seattle ol 7 ¥ | Y 0«04 More information concerning HCS and ZHCI, including the HCS questionnaire and HCI
Tampa (2 46 462 a Y50 Y02 methodology, can be found online at pulsenomics.com and zillow.com/research/
Washington DC 730 A 11  a29 626 w-14 A l15

3 The NAHB Homebuilder Confidence Index, The Institute of Supply Management Purchasing Managers’ Index, The Conference Board’s Consumer Confidence Index, and Thomson Reuters/University of Michigan’s Index of
Consumer Sentiment are a few examples of U.S. economic series that are calculated using a weighted diffusion index method. For complete details of the methodology employed by Pulsenomics to calculate ZHCI, see
https://pulsenomics.com/Housing Confidence Index.html
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