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Building Gosts

Here’s an interesting chart that reveals something about both inflation and housing. The
line is the Producer Price Index category covering goods used in home construction. It
was rising gradually for decades, then turned sharply higher in 2021.
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These costs rose about 50% from 2020 through the June 2022 peak and are holding on
to most of that increase.

This helps explain why home prices went crazy, and also illustrates why inflation is so
terrible. Even if prices stabilize, the fact that they’re now flat at a much higher level
means inflation is continuing to make things (home construction material, in this case)
more expensive.

Prices could fall again, of course. The index would have to decline about 30% to get
back to that inflection point. Not impossible, but hard to imagine without a broader
deflationary trend. Unless that happens, home construction will remain costly.
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Affordable Housing

This table is an interesting comparison of housing affordability in some major developed
countries. The left section shows the percentage of average disposable income needed to
make payments on an average-priced home at current mortgage rates. In the US this is
presently 23%. It averaged around 14% in the 10 years before COVID and was as high as
26% before the 2008 crisis. The other countries are mostly higher, meaning homes are/
were less affordable there.

Housing affordability index Adjustment required to return to pre-
(% disposable income) Covid average affordability
Pre-Covid House prices Mortgage
Latest SOV A Pre-GFC peak (%) Income (%) et loo)

u.s. 23 14 26 -41 69 -4.3
Germany 34 21 30 -36 60 -3.4
NZ 56 35 56 -35 59 -4.2
Canada 38 25 29 -33 55 =3.5
U.K. 31 21 35 -33 50 -3.5
Australia 45 32 44 -25 41 -2.8
Japan 32 25 25 -23 26 -1.7
Sweden 27 20 29 -19 25 -1.7
Korea 39 35 - -11 22 -1.0

Source: Bloomberg, Haver, Corelogic, MLS, Morgan Stanley Research

Source: Lance Lambert

The right section is enlightening, too. It shows the change needed to make homes as
affordable as they were in the pre-COVID period. In the US, this would require home
prices to drop 41% or incomes to rise 69% or mortgage rates to fall 4.3 percentage points.
A combination of smaller changes might work, too, but a scenario in which home prices
fall while incomes go up is hard to imagine.

The conclusion seems to be that the 2010s were a uniquely golden opportunity to buy a
home, and even more so for those who refinanced to lower fixed rates in 2020-2021.


https://twitter.com/NewsLambert/status/1691630860854784450?s=20
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Small (but Permanent) Change

We knew back in 2020 the pandemic was going to change the economy in important and
likely permanent ways. Here’s a good example.

The line shows e-commerce sales as a percentage of total retail sales. You can see it shot
higher as COVID discouraged consumers from visiting physical stores. More important,
e-commerce sales are holding on to most of that increased market share.
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So it looks like COVID-related changes worked to the benefit of e-commerce companies
and encouraged other retailers to expand their online businesses. That’s an important
change but look also at the vertical axis. The e-commerce share went from around 12% to

15%. Or, looking from the other side, bricks-and-mortar retail sales dropped from 88% to
85%.

These are significant changes—enough to make a big difference for some retailers—but
the vast majority of retail sales happened in stores before COVID and still happen in
stores now. Sometimes the surprise is how little changed.
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Chinese Exports

Last week we shared a chart highlighting China’s declining share of US imports. A related
question is where are China’s still-substantial exports going? And more important,

what are its growth markets? This chart shows the year-over-year percentage change in
Chinese exports to various countries and regions.
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If the last year is any indication, China’s only positively-trending trade relationship is
with Russia, to which exports surged almost 81%. Everywhere else on the list declined.

Some of this relates to the Ukraine situation and global inflation. But it does appear
many countries are finding other sources for the goods they once bought from China.
That’s probably not a good trend for Beijing.


https://twitter.com/Mayhem4Markets/status/1693231419684737253?s=20
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American Exceptionalism

The latest life expectancy data shows the average American can expect to die six years
sooner than the average resident of Australia, Canada, Japan, and eight top European
countries. That figure worsened due to COVID, but the US was in last place even before
the pandemic.

What does this mean economically? That’s a harder question. Older people boost
consumption but in large numbers can consume more than the younger labor force can
produce, causing inflation and debt. This may be a bigger problem in those longer-lived
countries.
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Thanks for reading CLIPS THAT MATTER. We hope you enjoyed it. We
welcome feedback and suggestions at oms@mauldineconomics.com.

Best regards,

John & Patrick
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