The Outlook: June 21, 2023

Housing: another Golden Rule stands up on Main Street.

“Give it time, and Main Street will fix any problem.” Outlook’s clients and friends are used to hearing that
Golden Rule, so today’s version won’t be a surprise. But for us investors it’s always worth looking at the
examples, no matter how many times they’re repeated, because the market’s betting crowd spends so
much of its time acting as if the Golden Rule isn’t true. It spends “so much” time ... but never “all.” The
fraction spent outside the “so much” neighborhood gives us rocket rides and explosions in price as the
crowd decides, “Oops, maybe the Rule’s working again, for this company or that.”

Let’s glance at the U.S. housing market.
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3. Housing starts & building permits. Housing starts surged by 21.7% in May [largest
monthly increase since October 2016] while building permits jumped 5.2% after

back-to-back months of declines.
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These pictures startled the betting crowd. The housing market ought to be dead, or at least comatose, it
figured. 7% mortgage rates compared to 3% for all those years; materials and labor costs shooting up;
home prices peaking and softening . . . the crowd’s impression has been, “That’ll scare the homebuying
public to death, and kill the housing construction market too.”

And for a good year and more, that looked like good thinking. But a funny thing has been going on. Over
the past year there’ve been some soft months, with buyers cautious and builders gloomy . . . but neither
the buyers nor the builders rolled over and died. Instead they waited, looked at their financial conditions,
and kept returning to the housing market . .. building and buying. Then came last month’s rocket, the
biggest jump in housing starts in 7 years. This rocket came along despite no real easing of mortgage rates;
not much easing of building costs; and no absence whatsoever of the media’s endless drumbeat: “We're
doomed, hang onto your money and for heaven’s sake don’t buy anything if you know what’s good for
you.”

Given half a chance and a little time, Main Street stops being frightened and fixes problems. Wall Street
never believes it, until the proof can’t be missed. This Main Street economy has plenty of problems to
carry along, so it’s not exactly sprinting down the track. But it’s not on crutches either ... not by a long
shot; and it just reminded us that it hasn’t forgotten how to run.
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The remarks above aren’t a general recommendation to buy or sell particular securities. Such decisions should
only be made in the context of an investor’s own circumstances. Stocks and bonds carry the risk of loss.



