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“Property now becomes the most easily recognized evidence of a reputable degree of success... it
therefore becomes the conventional basis of esteem. Its possession in some amount becomes neces-
sary in order to have any reputable standing in the community....therefore, it becomes also a requisite

to that complacency which we call self-respect.” - Thorstein Veblen - Theory of the Leisure Class

To be fair, the above quote comes from Thorstein’s critique of the ‘Leisure Class’. However, it does speak volumes about the role that property
plays in society, and how that role hasn’t much changed over the centuries. In that spirit, lets have a look at what is going on in the United
States property markets ahead of next weeks glut of housing data (Housing Market Index, New/Existing home sales, Housing Starts, PPl and
CPI). All the graphs here are from Core-Logic’s recent Data, Demand, and Demographics conference.
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Prices rise because demand exceeds supply. So is it a supply prob- 10
lem or a demand problem? | have pontificated on the demographic
reasons for low mortgage demand in past writings, so lets focus here :
on something new. It likely is not an accident that mortgage applica-
tions are the same as in the mid 90s—an observation similar to the
real median income. Unless we see increases in real median house-
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Based on a study by Core Logic, homeowners believe that the value of their home is about 15% more than current prices. This creates a higher
reservation price and an unwillingness to trade up, keeping volumes relatively subdued. To be sure, LTV ratios are very high relative to past
default cycles so the supply of credit is limited which increases switching costs for buyers, especially those buyers that hold <640 credit score,
for which there is very little credit. We should keep an eye on these credit trends. There is clearly room for more credit risk, as observed by
delinquency rates in recent vintages, as well as the recovering LTV ratios and equity share driven by three years of positive home price appreci-
ation.



