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High interest rates and high home prices - what'’s next for the U.S. housing market?

The U.S. housing market has been stuck in neutral for quite some time. After a short burst of
enthusiasm in the years following the pandemic, momentum has slowed considerably. While several factors
have played a role, the primary culprit has been interest rates, which have been high and slow to retreat. And
with economic growth remaining muted, there’s been little help from other corners. Buyers face an
unfortunate reality: rates are high, and prices are too.

So, what gives first? In this article, we’ll take a high-level look at the U.S. housing market, explore the
forces most likely to influence its trajectory in the years ahead, and discuss how we approach investing in the
space during this period.

2020-2021: The Pandemic-Induced Boom

When COVID-19 struck in early 2020, no one could predict the shape of the weeks and months that
followed. As the global economy ground to a halt, one of the immediate economic side effects was a collapse
in interest rates. The Federal Reserve and central banks around the world slashed borrowing costs to near-
zero, aiming to stabilize the global economy. In the U.S,, this translated into historically low mortgage rates -
sparking a wave of buying and refinancing as millions of homeowners locked in mortgages with sub-4%
rates.

By the end of 2021, an estimated 60% of U.S. homeowners had mortgages under 4%, a dramatic shift
from just 10% a decade earlier. Meanwhile, the share of 30-year mortgages with rates over 6% had
bottomed out at a mere 3.7%. The combination of ultra-low borrowing costs, pent-up demand, and massive
fiscal and monetary stimulus unleashed a mini-boom in the housing market.

But that boom came with consequences. The sudden and dramatic surge in demand collided with
pandemic-driven supply constraints, sending home prices surging. The housing market’s strength
contributed to a broader rise in inflation - one not seen in the U.S. since the early 1980s, with annual
inflation eventually topping 7.5%.

2022-Today: The Hangover

The Federal Reserve, which for a period was seemingly tolerant of rising inflation, reversed course
quickly. In March 2022, it initiated the first in a rapid series of rate hikes, totaling over 500 basis points (5%)
within just 16 months. Mortgage rates followed suit. After starting 2022 at just over 3%, the average 30-year
fixed mortgage rate soared past 7% by year’s end.

Page 1 of 4




O

OSBORNE PARTNERS

Capital Management, LLC

Rate Locked: Navigating the Gridlock in U.S. Housing

== US Jumbo Fixed Mortgage Rate - 30 Year

10

9%

8%

%

6%

5%

4%

3%

2%

" 12 "3 14 "15 '16 "7 "8 19 20 21 22 ‘23 ‘24

Source: FactSet

For a housing market accustomed to borrowing costs between 2.5% and 5%, this was a seismic shift.

With most homeowners holding mortgages well below prevailing rates, housing related activity slowed

dramatically. Homeowners simply weren’t willing to trade a 3% mortgage for one north of 6.5%, with many

opting to stay put.

This is evident by looking at existing home sales in the U.S. which collapsed - from 6.1 million in 2021
to just 4.07 million in 2024. To put that in context, that’s below levels seen at the depths of the 2008 financial
crisis, when sales troughed at 4.1 million. New home sales also took a hit, falling roughly 30% between the

end of 2021 and 2024.
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Yet, despite this deep freeze in activity, prices didn’t fall. In fact, they’ve continued rising modestly -

defying predictions of a housing crash. For now, the specter of a 2008-style collapse remains elusive and
unlikely.

B e — S&P Case Shiller Index - 20 City (YoY%)
20

15

10

-10

-15

-20

-25
‘05 ‘06 ‘07 ‘08 '09 10 1 M2 M3 M4 5 "6 17 18 19 ‘20 ‘21 22 23 24 '25 Source: FactSet

SFaciSet Research Systems

What Gives?

With both interest rates and home prices hovering near multi-decade highs, something has to give.
We believe interest rates are the more likely variable to adjust. There are several reasons. First, it is in the
best interest of the Federal Reserve - and broader U.S. economic policymakers - to gradually bring rates
down without triggering a dramatic correction in home prices. Stability in housing is crucial to the broader
economy. Second, while inflation has proven more persistent than expected, we believe the long-term trend
still points lower. As it softens, so too should interest rates.

History is supportive of this idea. Over the past 30+ years, material declines in U.S. home prices have
been rare. Outside of the 2007-2009 financial crisis, material declines in home prices within the U.S. have
been incredibly rare, even during recessions. When prices have fallen, the declines have typically been
modest and short-lived.

Investing Through the Cycle

From a portfolio management perspective, the current market presents unique opportunities. For the
first time in several years, our Investment Team is beginning to warm up to U.S. homebuilders as potential
investments. As of this writing, many U.S.-listed homebuilders have declined over 30% from their October

2024 highs. If mortgage rates decline meaningfully, homebuilders stand to benefit significantly. Page 3 of 4
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We're also keeping a close eye on adjacent sectors like manufactured housing REITs, which offer
more affordable housing alternatives for Americans who have been priced out of traditional home
ownership or simply find more value in cost-effective manufactured homes.

The U.S. housing market remains in a holding pattern, with buyers and sellers both parked on the
sidelines. Yet while housing activity has largely stalled, opportunities for investing in the housing market
have not. We believe a path to normalization - likely led by lower rates - will gradually restore health to the
housing sector. In the meantime, our focus remains on finding high-quality investment opportunities within
the industry that complement our broader portfolios, since this period of housing inactivity won’t last
forever. ®

The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC as of the date of the material and is subject to change without
notice. None of the data presented herein constitutes a recommendation or solicitation to invest in any particular investment strategy and should not be relied
upon in making an investment decision. There is no guarantee that the investment strategies presented herein will work under all market conditions and investors
should evaluate their ability to invest for the long-term. Each investor should select asset classes for investment based on his/her own goals, time horizon and risk
tolerance. The information contained in this report is for information purposes only and should not be deemed investment advice. Although information has been
obtained from and is based upon sources Osborne Partners Capital Management, LLC believes to be reliable, we do not guarantee its accuracy and the information
may be incomplete or condensed. Past performance is not indicative of future results. Inherent in any investment is the possibility of loss. Osborne Partners Capital
Management, LLC does not provide tax or legal advice. Please consult with your tax and legal advisors regarding your personal circumstances. Certified Financial
Planner Board of Standards Inc. owns the certification marks CFP*, CERTIFIED FINANCIAL PLANNER™ and federally registered CFP (with flame design) in the U.S.,

which it awards to individuals who successfully complete CFP Board’s initial and ongoing certification requirements. p dofa
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