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Housing recovery is slow-moving train ‘rolling around the bend’ 

 
Recent existing and prospective home sales reports have continued to disappoint those looking for the 
robust real estate heydays of the mid-2000s. But we believe the new normal for home sales is actually on a 
better track for long-term national economic health and is likely to pick up some momentum. 
 
The National Association of Realtors (NAR) reported recently that its pending home sales index, based on 
contracts signed in the previous month, fell 1.0% to 104.7 in August, down from 105.8 in July. With the 
exception of the West, all major regions experienced declines. And new home sales are still 60% below 
monthly peaks reached in 2005. 
 
As most now recognize, housing is generally an expense, pure and simple, and not an investment one “flip” 
away from wealth and riches. And we have transitioned from an “over investment” mentality towards more 
rational consumption of housing. With a bit less money tied up in the home, the better off each household 
will be in the long term as the economy accelerates on its own locomotive power rather than getting that 
extra push from bigger loans buying bigger McMansions.  
 
One rule of thumb from the past says a home's purchase price should not typically exceed three to four 
times your household’s annual gross income. Currently the median home price in the country is (nationally, 
about $220,000) running roughly 3.4 times annual average family income, not necessarily cheap, but not out 
of reach. 
 
However, adjusting this figure to take into account the average home mortgage in this low-interest rate 
environment boosts affordability dramatically. The NAR also provides this barometer, and it suggests 
homes today are nearly 60% more affordable than they were eight years ago around the peak of our real 
estate bubble. Even with increased affordability, recognize the median house may still be out of your 
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monthly checkbook's reach if you can't get the financing, something on which nearly all first-time buyers 
rely. 
 
Typically 40% of all home sales are to first-time buyers. Today it’s only 28%. The key macro forces 
preventing buyers from capitalizing on affordability are well known. These include a lack of new jobs for 
college graduates, the growing black hole of student loan debt and tight lending conditions. College 
graduates (and those even less fortunate who did not finish) trying to make that entry level home purchase 
are coming out of school pulled down by the cost of their degrees, (average student loan debt of $30,000) 
that translates into a materially lower FICO credit score than previous less-burdened grads. 
 
Alarmingly, for the first time in recent memory, folks under 30 without any college education at all are 
more likely to buy a house than those with a degree. With aggregate student debt having nearly tripled since 
the early 2000s, more of our young adults find themselves postponing household formation, (still living at 
home) as their debts grew and compensation lagged former generations. 
 
And our modest economic recovery hasn’t helped much yet. Inflation-adjusted compensation has risen at a 
dismal 0.5% cumulatively for the past five years, by far the weakest post-war wage growth ever according to 
the Fed. 
 
So why do we think this slow-moving train is tolerable for the time being and picking up some speed? 
 
Job growth is accelerating and unemployment is coming down. First and foremost, job growth this year is 
running 17.5% faster than last year, even if wages are only growing at the rate of inflation. And with our 
aging workforce, it's getting a bit easier to find that first-time job. Secondly, while student debt is likely to be 
a long-term albatross around the necks of our recent graduates, debt growth and tuition increases have 
slowed. We also believe that student loan forgiveness efforts by the government will ramp up over the 
decade. Combined with a more discerning student weighing the costs between a college education and the 
career payoff, equilibrium will return to the market. And finally, lending standards are just beginning to thaw 
at the very end of this housing train, as home prices have steadied and banks remain flush with deposits and 
limited other lending opportunity. As lending grows, so too will the speed of the housing recovery. 
 
So while this train has definitely pulled out of the station, we do not view the slow growth in home sales so 
far as a perpetual low-speed journey. Johnny Cash lamented that the train in Folsom Prison Blues reminded 
him of not seeing the sunshine ‘since I don't know when.’ But our housing train has momentum and is 
relentlessly rolling its way around the bend toward rays of economic sunshine. In the process, we may revert 
to a familiar track, where the natural order was to complete your education, move out on your own and 
eventually form a household and buy that first home.  


