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Real Estate & Gravity

Post COVID the real estate market went veritcal and prices spiked like we’ve
never seen before. People were leaving the cities and getting away from
other people so the value of real estate outside of massive metropolitan
areas went through the roof, pure supply and demand imbalance. There was
a lot of emotion as well, many thought if they stayed in the city they would
die from the virus. | was amazed watching this happen live, absolutely
blown away at what prices people were paying for real estate. People were
in bidding wars, waiving inspections and appraisals and in general, acting
fiscally foolish. The last time it was like this was in 05-07 with slopy lending
standards from banks and we know how that ended.

There was a shortage of homes for people to buy that were on the market
as people fleed the cities, so values skyrocketed. Fast forward a few years to
today and now we have lived through the most aggresssive interest rate
increases in history and the associated mortgage rates have tripled from the
all time lows. Real estate values have come down some, the insanity of
bidding wars and waiving inspections is mostly a thing of the past. We still
have a tight real estate market not because there are too few homes, but
too many people now own multiple homes and they can only live in one at
a time. Will people sell the country homes now that they’ve moved back to
the cities? I’'m sure many will but not all of them, some enjoy the country
and the burbs and can afford them so they’ll leave it alone.

We know | love data, so let’s see what the data says about the real estate
market today. First we have mortgage rates in the 6-7% range vs 2-3% in
2020 so fewer people are borrowing for sure. We still have cash buyers so

they’ll continue to operate with cash alone.
Bloomberg Chart:

US Mortgage Applications for Home Purchases Drop Sharply

Gauge slumps more than 18% to lowest level since 1995 as rates climb
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Continued page 2, Real Estate & Gravity!
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Real Estate Transactions

We normally try to mix up our topics a lot here, but this is such an important
and timely topic we’re devoting two large articles to real estate this month.
Single family home sales are slowing in a big way, like we haven’t seen in 40
years. The index is now at levels we haven’t seen since 1984. It’s a very logical
conclusion to what has happened in the past few years and this data speaks

clearly to where things are likely going moving forward.
Bloomberg Chart:
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The home sales rate is falling faster than it did in the big financial crisis of

2005. Here is a comparison of today, which of course is only partially played
out, to other tough times for real estate.
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Thanks to Equifax for the chart

Now with interest rates being where they are, how do real estate prices
compare on a relative basis? When rates go up prices go down as the average
consumer can still afford the same monthly payment. Not so much lately, but
it won’t last so it’s unique and a clear outlier on the historical data plot but
means reversion is a real thing.

Continued on page 3, Real Estate Transactions
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Real Estate & GraVity! (cont’d from page 1) The World's LargeSt Cities

Is it just an American phenmenon or is it global? I'd say this data points to The USA may be large geographically, but we’re much smaller population

lobal. . . . . . .
globa wise compared to China and India. Here is a quick look at the largest cities

in the world as measured by population. Being around some large cities in
Chart 5: Housing markets globally are cracking
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around us with 10,000 people. That’s a building in a large city.
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Noteworthy News!!!

®  Congratulations to Rick Pergola on his recent retirement!

®  Congratulations to Rick Cornish on his new job!

®  Congratulations to Vicki Urso on her recent retirement!

®  Qur condolences to the Demsey family on the passing of Scott, a
wonderful man, brother, father, husband , person, friend, and business
owner

®  Qur condolences to the Fellows family on the passing of Linda, a
wonderful woman, wife, mother, grandmother, person and friend.

®  Qur condolences to the Pinet/Dishman families on the passing of Marge,
a wonderful woman, wife, sister, aunt, person and friend.

®  QOur condolences to the Sage family on the passing of Russel Sr, a

wonderful man, husband, father, grandfather, brother and friend.

Question & Answer

Ask any financial question you have, and we’ll address it here.

Q: Are people still saving at record rates?

Not so much here in America anyway. They were doing a great job when the
pandemic hit and there was nothing to do. Since the world reopened and the
government dished out a pile of cash, then they went back to their spendthrift
ways. Hereis a chart showing how personal savings is way down and revolving
credit debt (credit card debt) is way up. Not a great picture of the average
consumer heading into a recession!
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Now here is just the personal savings rate alone!

Bloomberg Chart

I US Personal Saving as a % of Disposable Personal Income

Real Estate Transactions! (contd from page 1)
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Now let’s move onto spec housing. This is when a builder
builds a house to standard specifications. This is where the
“spec” comes in, these houses are built without a buyer on
hand, with the assumpiton that the buyer will come as this is
what most people want. Now isn’t the time to be in the spec
house business, the last time we saw this big of a divergence
between builds and solds was in 1999, followed by 4 tough
years of sales. The sales in 2000-2002 were at much lower
than asking prices so many baths were taken here.
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Lastly, the price to income ratio is at all time highs This is
never sustainable.

Thanks to Charlie Biello for the chart

Home Price / Median Income Ratio
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Money Quiz

®

This month’s challenge is on population shifts. From 1980-2022 Nevada has
seen the largest population surge, up 296.98% What state has seen the
slowest growth in the country? Winner gets lunch on us at Chick-Fil-A! @
USAF:pop:80,22

Connecticut’s Worst Disaster

The flood of 1955 instantly comes to mind when we think of bad
weather events here in the Nutmeg state. Growing up and living in
the valley and seeing all of the historical pictures of all of the
Naugatuck River towns decimated isn’t something we’ll ever forget.
Seeing and living near all the dams that were built following the flood
of 1955 has an impact on the thought process we all share in thinking
this may well be the worst disaster in our history. When we dig into
the history books it turns out the worst disaster in Connecticut’s 350-
year history is the Hurricane of 1938.

In 1938 on the autumn solstice the hurricane hit land in East Haven.
It was so strong after the dust settled once beachfront cottages were
found 2 miles inland. It’s hard to fathom pushing a house 2 miles
inland and is mother nature showing her fury. Katherine Hepburn’s
Old Saybrook summer home was destroyed, and she was lucky to
escape with her life.

Not only was the Connecticut shoreline decimated, but many parts of
the interior of the state were hammered as well. The storm continued
north into Massachusetts and Vermont. Along the way portions of
Middletown, Hartford and Rockville were completely underwater.
People evacuated their homes and businesses and falling trees
destroyed cars and buildings while blocking streets and roads. 5000
buildings were destroyed, and 25,000 homes were damaged. This
was a very long time ago and hopefully we’ll never see a repeat of this.
Here is Middletown just after the storm.

How do Consumers Feel?

Consumers are cautious | would say at this point. 2023 isn’t off
to a great start and the consumer is being squeezed by higher
prices everywhere, mostly as a result of fuel prices and too much
printing of money. The number of job cuts coming out isn’t great
for people’s feeling confident economically that’s for sure. Here
is where the job cut growth is, looking eerily like 99 & 08, the
Covid surge is an outlier we’ll never see again.

Challenger US Job Cut Announcements YoY % Change
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From Challenger, Gray and Christmas, Inc.

The savings rate is way down and people are justifiably worried
about their future fiscal security. We’'ve got a lot of poor
leadership around the globe today where the political class is
more worried about gaining power than making things better for
everyone. This has been pretty well tolerated by financial
markets worldwide but will not be forever. Could this era be the
breaking point for fiscal folly of the political class? Once markets
reject the idea that a country can monetize its debts forever the
gig is up. It may never come, Japan has been monetizing their
debt for over 30 years now. If there is a rejection to the central
bank Ponzi scheme it likely hits first in Japan or China, but only
time will tell. Not only is the consumer not saving well again, but
the debt levels are sky high. We're seeing data as illustrated in
the chart below that shows debts are climbing fast and almost at
levels from the Great Recession. If you’re behind on car
payments, the repo man is coming!

Delinquent consumer loans by type
Auto loan delinquencies are at a record high. Credit card and consumer finance loans
are at the highest since 2009-2010 after the Great Recession.
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Source: Moody's Analytics, Equifax THE WASHINGTON POST
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Inspirational Quotes

Sometimes the biggest accomplishment in life is to find yourself,
Luisa Fernanda Cicero

The strength of a team is each individual member, the strength of
each member is the team, Phil Jackson

No one can whistle a symphony, it takes a whole orchestra to paly
it, H.E. Luccock

The world is full of magic things, patiently waiting for our senses to
grow sharper, W. B. Yeats

In the midst of winter, | found there was, within me, an invincible
summer, Albert Camus

Kids Corner

Do your kids and grandkids have a love of reading? | hope so
and if not, perhaps we can give them that gift and instill it as
part of their being? For those who love to read and do it often,
It's a game changer. Information is power and the more we
read the more information we have and the better we’ll make
decisions and live a better life.

I'm a readaholic (made up word) so our kids always saw me
reading nonstop, reading at home, reading at work, reading in
the car, reading on the couch, reading on the computer,

e Your vision will become clear only when you look into your own reading on my phone, and | guess for us it was as simple as

heart, Carl Jung monkey see monkey do. They were also taught to read a lot

e Either you run the day or the day runs you, Jim Rohn they just did it and in time it just became part of who they are.

e Action speaks louder than words, but not nearly as often, Mark | remember vividly while they were still very young and we at

Twain the dinner table it was a comical scenario. When the girls were

e It always seems impossible until it’s done, Nelson Mandela young Cup would complain because all three of us were at the
table reading books.

There are a plethora of benefits to reading, it can help
strengthen your brain, it’s exercise for the brain so the more
you do it the stronger it gets. Brain connectivity is increased
the more you read, which allows for more information to flow

through it henceforth. Reading builds your vocabulary, it
increases your ability to empathize. It helps prevent age
We can piece the pUZZ|e together and related cognitive decline and it reduces stress. | can’t think of

any reason not to read and read an awful lot. Let’s make it a

make your money work for you!

point to be sure our loved ones are lovers of reading!

If anyone you love or care about would benefit from receiving our newsletter, tell us who they are and they will be included
on our mailing list. They’ll certainly appreciate you thinking about them and having their best interests at heart!
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Please think of us whenever you or someone you care for needs the following:
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Stock option analysis, diversification Financial Advice — hourly or annual retainer

+* Pensions — qualified and non-qualified % Fee based investment management

¢+ Family Protection Strategies ** In depth portfolio & risk analysis

++ Retirement Income Plans %+ Estate & Income Tax Planning

** Investments & Investment Advice «» Distribution of Assets — IRA, 401k, etc.

¢+ Business Protection & Succession + Retirement Income — Guaranteed or variable

++ Retirement Plans ** Income Replacement Techniques

%+ College Funding % Widow/Widower Assistance

¢+ College Financial Aid Strategies +* Nursing Home Asset Protection Strategies

++ Tax Savings Strategies +*» Long-term Care Issues & Strategies

¢ Required Minimum Distributions +» Key employee retention strategies

¢ Debt & Cash Flow Management < 401(k) & Retirement Plan Rollovers

+» Employment contract negotiations %+ Philanthropic gifting & charitable planning

¢ Settlement option analysis «»* Trust, inheritance and foundation planning
Mike Chadwick’s Money Matters Chadwick Financial Advisors

61 Maple Avenue Canton, CT 06019

CFP. | CERTIFIED FINANCIAL PLANNER | CFP

860 - 673 - 1942

The certification marks above are owned by Certified Financial Planser Board of Standards Inc and are
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