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Capital Ideas: Ho-Ho-Horrific Housing

Employment is strong; we can all agree on that—or can we? I suppose it depends on whom you ask. If
you ask the average person, they’re going to say yes. If you ask someone in the mortgage industry, they
might have to force a fake smile.
It is predictable: Mortgage companies add staff when refinancing and sales are high (typically when
interest rates are low and going lower), then lay off workers after about a six-month decline (owners are
resistant to absorb the cost of layoffs until they feel that the drop in demand is going to stick). In the last
few months, we’ve seen hiring weakness in the mortgage industry.
That’s corroboration of the horror story that is going to be housing. Admittedly, housing is still good. But
it was still good in 2007, too. I remember looking at a house to buy and trying to talk shop with the
Realtor. I got a talking-to for “crying wolf” about my concerns. I understood her defensiveness; when
things have been going well, you extrapolate that and expect the future will be similar to recent past.
The problem is that, at the top of any market, it always looks good. It is called a peak for a reason, after
all.
It is a decade after the old housing crisis and we silently slipped into the beginning of a new housing
crisis. Ten years ago the problem was scandalous mortgage lending and overexuberant folks who saw
that things were going well, and extrapolated that the future would be similar and thus overbuilt
housing inventory. Today, the problem is a lack of affordable housing. Low- and middle-income workers
are struggling to earn enough for mortgage payments, or have to live in more rural areas with better
affordability. This pushes workers to choose between taking potentially lower-paying jobs and reducing
productivity because of longer commutes.
That being said, there are plenty of $400,000+ homes listed for sale. That is a separate issue, yet related.
Rising mortgage rates and exhausted demand slowed single-family home sales, though that’s not a
surprise. Mortgage rates have gone up over a full percentage point over the last 14 months, more than
one-third higher. And demand from higher-income households recovered from the Great Recession
more quickly, lending to (pun intended) these houses being bought up more quickly. Home-building
growth has gone to zero, and that will be a drag on the growth of construction hiring. That high level of
supply will correct itself, but the adjustment won’t be positive to the U.S. economy.
Back to the concern of a shortage of affordable housing on the lower-income side, rising house prices
have substantially outstripped income growth over the last six years and now half of Americans can only
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afford a $230,000 house. I should air-quote “only” because that’s a nice house in most of America.
However, the average sales price for 11 of the top 19 builders is about $400,000.
Rising home prices and mortgage rates are slowing down homebuyers. And the higher costs of land,
labor and materials are making it more difficult for builders to deliver houses at the prices which are
most in demand. This pressure had been building (pun intended) over the last few years due to a short
supply of workers as well as rising prices of lumber and gypsum. But then the escalating trade wars and
the resulting higher tariffs spiked the costs of other materials such as steel and aluminum, so now the
nation is struggling with a shortage of affordable housing.
Housing plays an outsized impact on the transition of the economy, from growth to contraction and vice
versa. Housing services (including fixed investment, brokers’ fees, utilities, etc.) make up about 17.5
percent of GDP. No incentive to build and buyers being pushed out of the market is a recipe for
economic pain.
Yes, things are still good. However, I don’t get concerned because things are good. We should embrace
those times when things are good. But when we see data suggesting the tide is turning, we have to
recognize that bad things were once good and that there was a turning point, a period of transitions. I
argue that we’re transitioning from good to recession, maybe not in 2019, but not too long after.
As for the stock market, it feels as if it’s already pricing in that recession. The S&P 500 is down 17.5
percent from its peak three months ago. Sixty percent of the stocks in the index are down at least 20
percent. The average decline of each stock in the index is down 25.7 percent from its 52-week high.
Over the last four months, we’ve been transitioning from small-cap to large-cap, growth to value, and
from high-beta to low-beta. A final low for this bear market may only be a few months away so, for most
equity investors, at this point, it makes sense to hold onto most of your positions. We do expect an
attractive rally soon, however, absent the necessary technical internals to compel us that the bull
market is renewed and sustainable. I expect we’ll be looking for an opportunity to sell on strength.
–––––––––––––––––
Allen Harris’ forecasts and opinions are purely his own. None of the information presented here should
be construed as individualized investment advice, an endorsement of Berkshire Money Management or a
solicitation to become a client of Berkshire Money Management. Direct inquiries
to aharris@berkshiremm.com.
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GENERAL DISCLOSURES
Article may include forward-looking statements. All statements other than statements of historical fact are
forward-looking statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,” “should,”
and “expect”). Although we believe that the expectations reflected in such forward-looking statements are
reasonable, we can give no assurance that such expectations will prove to be correct. Various factors could cause
actual results or performance to differ materially from those discussed in such forward-looking statements.
Historical performance is not indicative of future results. The investment return will fluctuate with market
conditions. Performance is not indicative of any specific investment or future results. Views regarding the
economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed
to be accurate and may result in economic loss to the investor. Investment in securities, including mutual funds,
involves the risk of loss. Registration with the SEC should not be construed as an endorsement of Advisor’s
investment skill or acumen. Investment process, strategies, philosophies, allocations and other parameters are
current as of the date indicated and are subject to change without prior notice. This article is intended to provide
general information only and should not be construed as an offer of specifically tailored individualized advice.
STANDARD & POOR'S
The S&P 500 Index (S&P) has been used as a comparative benchmark because the goal of the above account is to
provide equity-like returns. The S&P is one of the world’s most recognized indexes by investors and the investment
industry for the equity market. The S&P, however, is not a managed portfolio and is not subject to advisory fees or
trading costs. Investors cannot invest directly in the S&P 500 Index. The S&P returns also reflect the reinvestment
of dividends. Berkshire Money Management is aware of the benchmark comparison guidelines set forward in the
SEC Clover No-Action Letter (1986) and compares clients’ performance results to a benchmark or a combination of
benchmarks most closely resembling clients’ actual portfolio holdings. However, investors should be aware that
the referenced benchmark funds may have a different composition, volatility, risk, investment philosophy, holding
times, and/or other investment-related factors that may affect the benchmark funds’ ultimate performance
results. Therefore, an investor’s individual results may vary significantly from the benchmark’s performance. The
S&P 500 Index (S&P) has been used as a comparative benchmark because the goal of the above account is to
provide equity-like returns. The S&P is one of the world’s most recognized indexes by investors and the investment
industry for the equity market. The S&P, however, is not a managed portfolio and is not subject to advisory fees or
trading costs. Investors cannot invest directly in the S&P 500 Index. The S&P returns also reflect the reinvestment
of dividends.
DOW
The Dow Jones Industrial Average (NYSE: DJI, also called the DJIA, Dow 30, INDP, or informally the Dow Jones or
The Dow) is one of several stock market indices, created by nineteenth-century Wall Street Journal editor and Dow
Jones & Company cofounder Charles Dow. The Dow average is computed from the stock prices of 30 of the largest
and most widely held public companies in the United States. Clients of BMM may have portfolios that differ
substantially from the composition of the DOW and therefore, their performance may vary significantly from that
of the Dow. The Dow is used for illustrative purposes only, as one indicator of the overall US economy, and its past,
present, or future performance should not be viewed as an indicator or comparison point for BMM client
performance.
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