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REAL ESTATE MARKET OUTLOOK

Luxury home prices
expected to climb higher

Despite a run up in high-end home prices in 2012 and 2013,
the year ahead seems likely to hold further upside

With all signs pointing to an even stronger U.S. economy and global
growth in 2014, J.P. Morgan anticipates that home prices, particularly
in the luxury segment; will climb steadily higher during the course of

the year. Here are the key trends to watch:

What’s driving luxury home prices higher?

Accelerating GDP growth marks the STRENGTH OF SIGNAL
beginning of a new business cycle in the
United States

Higher equity prices have disproportionately
benefited high-income households

confident about the U.S. recovery

A limited supply of trophy properties for sale
intensifies demand and pushes up prices

Overseas buyers view U.S. real estate
as a safe haven asset

High-income households are more _

Home valuations are fair and benefit from -
the low interest rate environment

Defined as homes in U.S. zip codes where average per capita income is in the top 0.1% of all U.S. households.

2Drivers of luxury home prices and strength of each driver are based on analysis by the J.P. Morgan Private Bank
Economics team. Strength of signal is a comparison of impact of each driver on increasing luxury home prices
to the other listed drivers.
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Luxury home prices on an
upswing since late 2012
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Source: Zillow, J.P. Morgan Private Bank Economics. Data as of October 2013 and represents the top home prices in
the top 0.1% of all U.S. households. See Index Definitions on page 4 of this document. Past performance is no guarantee
of future results. It is not possible to invest directly in an index.

The U.S. housing market gained momentum in 2012 and 2013 on the back of a healthier economy,
improving fundamentals and increasing investor appetite.

The U.S. economy is
picking up speed a

U.S. economic activity
poised to accelerate
U.S. real GDP growth, %

Source: BEA, J.P. Morgan Private Bank Economics -
forecasts. Data as of December 2013. 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

After several years of private sector healing, we are now entering the expansion phase of a new
business cycle. Leading indicators for the U.S. economy have strengthened in recent months, suggesting that
economic growth may accelerate. Households and businesses have stronger balance sheets and large cash
positions that will support consumption and investment through 2014.




Property valuations still fair—
even after an impressive rally
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Source: Zillow, Federal Reserve, J.P. Morgan Private Bank -

Economics. Data as of December 2013. 1980 1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013
Past performance is no guarantee of future results.

Itis not possible to invest directly in an index. In the graph above, the index is based on principal and interest payment on a

median price house in top percentile ZIP codes. Assumes 20% down payment
at prevailing 30-year fixed-rate mortgage rate.

With luxury home prices reaching new highs, buyers may fear they have missed out. But when adjusted
for inflation—and given the fact low interest rates are making monthly mortgage payments more affordable—
luxury home prices appear justified. In fact, affordability is now at the same level it was in the early 2000s
(before the housing bubble). This, coupled with the drivers mentioned above, makes us believe the luxury
housing market in 2014 will post another year of strong performance (see summary table on cover).

The wealth effect: Higher equity prices
benefit luxury housing sector

Wealth accumulating in trillions
as incomes and asset prices climb

U.S. household wealth (net worth),
trillions of dollars

Source: Federal Reserve, J.P. Morgan Private Bank
Economics. Data as of March 2013.

2000 2005 2010 2013
25 - 40
Luxury home prices I
In previous cycles the luxury 20 - 20
market has been more sensitive 0
to equity prices 1 ;
Year-over-year % change (both axes) 10
-10
Source: Zillow, Standard & Poor’s, J.P. Morgan 20
Private Bank Economics. Data as of December 2013, but 5 . .
shows historical information from 1999 to 2004. Past Median home prices S&P 500  _ -30
performance is no guarantee of future results. 0 ¢ ’ 40
It is not possible to invest directly in an index. 1999 2000 5001 2002 5003 2004

With the economy improving, corporate profits and equity prices should continue to move higher.

After very strong equity market returns in 2013, the investment strategy team at J.P. Morgan Private Bank
expects the S&P 500 may continue to appreciate in 2014 on a total return basis, creating a so-called wealth
effect. That is, buyers in the luxury housing segment tend to have more exposure to the stock market, thus
higher prices tend to make them feel wealthier and more confident. This trend was most apparent in the luxury
market in the early 2000s, while median home prices were not highly correlated with moves in the equity
market. The wealth effect resurfaced with strong equity market returns in 2013 and should continue

to support the market into 2014.




Many overseas buyers, few trophy
properties add to sector strength .
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Inventories have tightened, }
particularly in the luxury space
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It’s not just increasing wealth in the United States that is driving the domestic housing market:

Many overseas investors continue to perceive the U.S. housing market as a safe haven and store of wealth,
thereby creating a large pool of potential buyers for luxury homes. At the same time, the supply of trophy
properties nationwide has fallen sharply since 2008. The laws of economics tell us that, with rising demand
and tight supply, prices are likely to adjust higher over the medium term.

Contact your J.P. Morgan team for additional information.

INDEX DEFINITIONS

The luxury housing price index is a custom index created by J.P. Morgan Private Bank Economics using data from Zillow that shows the evolution of luxury
home prices in the United States. It captures housing price dynamics for the luxury market, defined here as the top 99.9th percentile of zip codes, by
price, nationally. These zip codes are then aggregated into a custom luxury housing price index by weighting each of them according to the number of
homes sold in a given month in order to give more importance to more active and populous zip codes. Zip-code level housing information was obtained
from Zillow.

The median housing price index is a custom index created by J.P. Morgan Private Bank Economics using data from Zillow that captures housing price
dynamics for aggregated zip codes between the 45th and 55th percentiles, by price, nationally, to capture a proxy for the “median” home. Although
alternative measures for median home prices exist, this custom index was created using the same Zillow dataset as the luxury housing price index for
analytical consistency.

The S&P 500 Index, widely regarded as the best single gauge of the U.S. equities market, includes a representative sample of 500 leading companies in
leading industries of the U.S. economy. Although the S&P 500 focuses on the large-cap segment of the market, with 75% coverage (based on total stock
market capitalization) of U.S. equities, it is also an ideal proxy for the total market.

IMPORTANT INFORMATION

This material summarizes the key highlights of the J.P. Morgan Private Bank Economics team’s analysis of the luxury housing market.

“J.P. Morgan Private Bank” is a marketing name for private banking business conducted by JPMorgan Chase & Co. and its subsidiaries worldwide. Bank
products and services are offered by JPMorgan Chase Bank, N.A. and its affiliates. Securities are offered by J.P. Morgan Securities LLC, member NYSE,
FINRA and SIPC.

The material contained herein is intended as a general market commentary. We believe the information contained in this material to be reliable
but do not warrant its accuracy or completeness. Opinions, estimates and investment strategies and views expressed in this document constitute
our judgment based on current market conditions and are subject to change without notice. This material should not be regarded as research or a
J.P. Morgan research report. Opinions expressed herein may differ from the opinions expressed by other areas of J.P. Morgan, including research.

The investment strategies and views stated here may differ from those expressed for other purposes or in other contexts by other J.P. Morgan market
strategists. The prices/quotes/statistics referenced herein have been obtained from sources deemed to be reliable, but we do not guarantee their
accuracy or completeness; any yield referenced is indicative and subject to change.

The views and strategies described herein may not be suitable for all investors. This material is not intended as an offer or solicitation for the purchase
or sale of any financial instrument. To the extent referenced herein, real estate, hedge funds and other private investments may present significant
risks, and may be sold or redeemed at more or less than the original amount invested; there are no assurances that the stated investment objectives
of any investment product will be met. JPMorgan Chase & Co. and its subsidiaries do not render accounting, legal or tax advice. J.P. Morgan is not a
licensed insurance provider. You should consult with your independent advisors concerning such matters.

Additional information is available upon request.
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