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This morning’s Case Shiller Housing Data brings the housing mar-

ket to the forefront.  The housing market was the epicenter of the 

crisis and remains a key piece in the balance sheet recession 

equa on.  A"er all, 73% of all consumer debt is mortgage related 

debt so when housing collapsed the consumer balance sheet was 

suddenly turned upside down.  Understanding the direc on of the 

US economy requires an understanding of US housing in the cur-

rent environment.   

Where is housing now? 

This morning’s housing data 

showed a slight up ck in house 

prices.  The 10 and 20 city compo-

sites were up 1.3% and 2.0% in Au-

gust (year over year).  That’s good 

news.  Overall, house prices ap-

pear to have stabilized.  If we look 

at a few price metrics we can also 

see stabilizing signs.   

Figure 2 (on the next page) shows 

the real house price index.  This is 

the famous Robert Shiller chart 

that keyed me off to the housing 

bubble in 2005/2006.  As you can 

see, it has adjusted considerably 

and is now at levels that are much 
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“Bubbles don’t turn into v-

shaped recoveries….” 

  Orcam Financial Group, LLC 

(Figure 1—Case Shiller 20 Index) 



more consistent with sus-

tainable price trends.  In 

fact, the index has come 

back to its 70 year average 

rate of about 110 

(currently at 114).  

Figure 3 shows the house 

price index compared to 

the cost of ren ng as cal-

culated by the Bureau of 

Labor Sta s cs and their 

Owners Equivalent Rent 

index.  Prices are s ll 

slightly overvalued by this 

metric, but have come 

down substan ally. 

The final figure on page 

three shows US housing 

inventories.  At the end of 

the day, the US housing 

bubble was a supply shock.  

Too much building was 

met with not enough de-

mand and when the dam 

burst it crashed the US 

economy.  As the invento-

ry chart clearly shows, this 

trend has completely re-

versed and inventories are 

now extremely low at just 

4.5 months worth of inven-

tory.   
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(Figure 2—Infla�on Adjust Prices) 

(Figure 3—House prices versus rent) 



Important Disclaimer 
Nothing contained herein should be construed as an offer to buy any 

security or a recommendation as to the advisability of investing in, pur-

chasing or selling any security. Some of the statements contained 

herein are statements of future expectations and other forward-looking 

statements. These expectations are based on Orcam's current views 

and assumptions and involve known and unknown risks and uncertain-

ties. Actual results, performance or events may differ materially from 

those in such statements due to, among other things, general econom-

ic conditions, performance of financial markets, Orcam Financial 

Group, LLC assumes no obligation to update any forward-looking 

information contained in this document. 
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Orcam Financial Group, LLC is a fee 

only financial services  firm offering 

macro research, personal advisory, 

ins tu onal consul ng and educa-

 onal services.   
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Housing is the key asset in the US 

econsumer’s balance sheet.  So 

this stabiliza on is a posi ve sign.  

But we would be very surprised if 

house prices were to make a v-

shaped recovery here.  The ten-

dency a"er a bubble is for prices 

to remain stagnant for many 

years.  We don’t think this envi-

ronment is terribly different than 

most past bubble environments.  

So, while we’re no longer housing 

bears we’re not big housing bulls. 

 

 

 

(Figure 4—US Housing Inventory) 

In short, this stabiliza on is a good sign that the balance sheet recession in the USA is healing.  But we 

would not be specula ng on US housing at this juncture.  Rather, we approach the current market 

from the perspec ve, that, if you’re willing to live in a home for 5 years+ then this is a fine  me to be 

considering a home purchase.  If however, you’re specula ng on US housing, we believe you’re en-

gaging in a far more risky transac on and one where the risk/reward is s ll unfavorable.   


