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How to buy a house in 2024

In 1929, the average US house price was around
$6,000. 10 kg of Gold was worth $7,000 - hence
it was enough to buy you the average house in the
US. Today, the average US house price is around
$500,000. That same 10kg of Gold is now worth
more than $700,000 - more than enough to buy
you the average US house. So, while house prices
measured in  US dollars have increased
exponentially over the last hundred years, they
ended up unchanged when measured in terms of
gold. In other words: gold did a good job in
protecting your inflation-adjusted purchasing
power. Gold has long been considered a hedge
against inflation and the above example offers
ample proof of the validity of that claim. But why
is gold such an effective inflation fighting tool?

The answer relies on the different dynamics of
gold and the forces behind the housing market, as
well as many other asset classes - the use of credit.

Because our monetary system allows us to freely
print new fiat money through the process of credit
creation, there is essentially an unlimited supply
of new purchasing power. The housing market
relies on one of the biggest credit creation
machines in the world: mortgages.

Over the last 50 years most developed economies
have applied the same model: continue to force lower
and lower (real) interest rates, and create more and
more leverage - either through government or private
sector debt. This has allowed the economy and asset
markets to keep flourishing despite declining
demographics and reduced productivity.

As we have seen over the years, mortgages at lower
and lower interest rates encourages the process of
credit creation: the same amount of salary "allows"
you to take on a bigger mortgage, and so housing
prices can move higher and higher as credit increases.

Simply speaking: more credit at lower rates pushes
house prices (in USD terms) higher over time. But as
new credit generates new currency, this also means
the amount of fiat money in the system explodes
higher.
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However, when you measure house prices against
a competing asset (gold) whose supply can't be
expanded, you see that the limitations of supply
have not eroded the value.

A fully elastic monetary system is essential if used
properly. It allows policymakers to support
economies during downturns through the process
of money creation. But if handled improperly, it
can also lead to explosive moves in asset prices
and/or to inflationary pressures. Unfortunately,
we are seeing the negative aspect of an improperly
used system which has placed asset inflation over
fiscal responsibility. As there does not seem to be
a change in the level of government spending,
real assets such as gold, land and other hard assets
will remain essential as cornerstones of a balanced
investment portfolio.

Losing Hurts

Fans of golf know that early April means the
beginning of the Masters Tournament. While golf
is not usually a topic for investment columns, one
of the greatest golfers ever has a lesson that can be
applied to the investment process. When asked
about what he remembers most about his Masters
experience, Tiger didn’t comment on any of his
wins. “Once I had won the tournament, I realized
that no matter how great that made me feel, it never
took away the pain of losing”.

For someone to have that much success, and still
find that the pain of loss is worse is surprising, but
in terms of behavioral science it really is not.
Everyone knows this feeling. It’s human nature.

It is notable that Tiger made this comment in the same
week that the noted behavioralist Dr. Daniel
Kahneman passed away. His understanding of the
human condition was unparalleled. He described the
principle of loss aversion thusly:

“money lost isn’t the same as money gained. Losses
are more than twice as painful as gains. He asked
the conference attendees: If you’d lose $100 on a coin
toss if it came up tails, how much would you have to
win on heads before you’d take the bet? Most of us
said $200 or more.”

Kahneman’s loss aversion is perhaps the most
important money concept of them all. Losses impact
your money emotions in so many ways. Losses
can cause panic in the markets. Losses can change
your perception of risk and impact your future
investment posture. The fear of losses can cause
investors to create suboptimal portfolio allocations
and large losses can force investors into holding onto
losing positions because they won’t sell until they
break even. Inflation is a loss of purchasing power,
which explains why it’s such an emotionally charged
topic.

The ability to deal with losses is what
separates successful investors from unsuccessful
investors. You’re in trouble if losses cause you to
overreact or make big mistakes at the worst possible
moments.
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The “average” investor usually loses money in
the stock market because of loss aversion. This
behavioral concept is at the root of what
separates good investors from bad investors and
bad investors from their money. This is most
often seen when markets enter a prolonged loss
period during a bear market. While true bear
markets do not occur often, they are a fairly
regular occurrence. In an average 10 year
period, the stock market is up 7 years, slightly
positive or negative for 2 years and has a bear
market correction of 20% or more once. Every
bear market, legions of investors “bail out” and
miss out on the succeeding years of growth.
Perhaps the most important way to deal with this
bias is to recognize how loss aversion can
impact your feelings and reactions.

Everyone has their own character flaw or
personality disorder when it comes to money
emotions. Managing those emotions is even
more important than how you manage your
portfolio.

First Quarter Recap
Interest Rates

The Bank of Japan (BOJ) announced that it
would raise its policy interest rate from -0.1% to a
range between 0.0% and 0.1% in March 2024. The
move represented the first time the BOJ raised
its policy rate in nearly 17 years and marked an
end to the country’s nearly eight-year experiment
with negative interest rates. The balance of
global negative-yielding debt has plummeted as
central banks around the world continue to
grapple with elevated inflation. Total global
negative-yielding debt stood at $0.68 trillion at
the end of March 2024, down from its all-time high
of $18.38 trillion set on 12/11/20.

In the U.S., inflation, as measured by the 12-
month trailing rate on the Consumer Price Index
(CPI) stood at 3.2% on 2/29/24, down from its
most-recent high of 9.1% set in June 2022, but
higher than the Federal Reserve’s goal of 2.0%.
Despite recent disinflation, headline inflation
remains above the target rate in nine of the 11
countries that form the so-called “Group of 107
causing conjecture regarding the timing of rate
cuts among the world’s central banks. In March,
the Swiss National Bank became the first member of
the G-10 to announce interest rate cuts. In the U.S.,
the Fed’s December statement revealed that it was
likely to implement three rate cuts totaling 75 basis
points in 2024.
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Stock Market

The S&P 500 Index stood at an all-time
high of 5,254.35 on 3/28/24, and the S&P
MidCap 400 Index also rose to an all-time
high of 3,046.36. For comparison, the S&P
SmallCap 600 Index remained 8.28% below its
record closing high as of the same date. Each
of the 11 major sectors that comprise the Index
registered positive total returns for the month.
The top-performer was Energy, up 10.60%, while
the worst showing came from Consumer
Discretionary which was up 0.10%. The S&P
500 Index posted a total return of 29.86%
over the trailing 12-month period ended
3/28/24. All 11 of the major sectors were up
on a total return basis. Over that 12 month
period the top sector was Communication
Services, up 49.76%, while the worst
showing came from Ultilities which rose by
0.42%. On a quarterly basis, the Index increased
by 10.55% on a total return basis. The figure
represents the best first quarter for the Index
since 2019, when it rose by 13.65%.

Earnings estimates for the companies that
comprise the S&P remain strong. FactSet
reported that the year-end bottom-up EPS
estimates for the 2024 calendar year were
reduced by just 0.4% between 12/31/23 &
3/27/24. For comparison, the average decline
in the annual bottom-up EPS estimates for the
Index during the first three months of the year
was 1.6% over the past 10 years, 2.5% over the
past 15 years, and 2.3% over the past 25 years.

Bond Market

The yield on the benchmark 10-year T-note closed
trading on 3/28/24. The 4.20% yield stood 186 bps
above its 2.34% average for the 10-year period ended
3/28/24, but 79 bps below its most recent high of
4.99% set on 10/19/23. The yield on the 2-year T-note
stood 42 bps higher than the yield on the 10-year T-
note at the end of March, up from a difference of 30
bps in January. This marks 21 months in a row where
the yield curve has remained inverted between these
two benchmarks, the longest on record. The likelihood
of an early-year rate cut by the Fed continues to
diminish, in our opinion. As of 3/28/24, the federal
funds rate futures market indicated that investors
expect fewer than three rate cuts in 2024, totaling just
73 bps. For comparison, the same market indicated six
rate cuts totaling 158 bps at the end of 2023. Default
rates have risen. Moody’s reported that its global
speculative-grade corporate default rate stood at 5.0%
in February 2024, up from 2.8% in February 2023.
Moody’s puts the historical default rate at 4.2%.

Takeaway
The U.S. equities markets posted strong returns to start

the year. The S&P 500 Index surged to record values to
close out both February and March 2024, culminating
in the Index’s best first quarter in five years. The
Index’s recent performance can be attributed, in part, to
the promise of scaled efficiencies brought on by
Artificial Intelligence. Additionally, earnings estimates
reflect strength. The companies that comprise the S&P
500 Index were forecast to see record earnings per
share in 2024 and 2025, respectively, according to
Bloomberg. Add in the potential of an increasingly
accommodative Fed and you have the recipe for record
valuations, in our opinion. That said, most traditional
equity markets act as forward-looking discounting
mechanisms, pricing in the sum-effect of all present
and future (expected) events. If expectations about the
future fail to materialize (or get better!), equities will
adjust accordingly.
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