
Consumption and Two Bull Markets (and the Old People Won’t Leave)
The author grew up in a 1,900 square foot home.  A family of six lived there with one income earner – and one phone.  The author had everything he needed, his unmet wants were small – and looking back frivolous.

The situation described above is impossible for any family in the new millennium – if only for the one phone.  
Three circumstances have conspired to make this no longer possible:
1)  Salaries have not kept up with inflation during recessionary periods.

Many workers – fortunate to be employed – have seen their salaries frozen.  Meanwhile prices continue to rise.
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The above graph includes food and energy – commonly omitted from such statistics.  The average American now spends approximately 23 percent of his or her income on food and gas.

The author has three sisters – employed at the City of Phoenix, an agency of the State and the Department of Public Safety.  In the last year, all three have taken a 5% cut in pay through some combination of salary reduction and furlough.  It is impossible to maintain their standard of living with this occurring – unless, you turn to debt or savings, and they have their limits.
The overriding problem is that the missed raises and pay cuts will not be made up at some future date.  These declines in standard of living are permanent – retirees know all too well.
2)  Inflation is underreported by the government.  

Not wishing to engage those with an economic background in an endless debate, the author will state that the motivation is there for a cash-strapped government to do such.  Payments for everything from food stamps, military personnel, government workers, medical coverage and senior citizens are tied to measures of inflation.  Millions and many more can be saved with tenths of a percent.  (If your favorite food item has not gone up in price, check the package size.)
The government can assume, in their calculation, that the consumer makes substitutions in their choices when prices rise.  Backwards from the illustrations in many texts, the author emphatically states that he will not substitute steak for chicken or turkey.  Unless the red meat is an ingredient in some main dish, he will stick with his fowl.  Substituting would make him foul.  It’s a conscious health choice and Uncle Sam needs to understand that.
If the government underreported inflation by a tenth or two of a percent, the worker’s standard of living would suffer as cost of living adjustments to their pay would not keep up.  Over the course of a forty year working career, this takes a cumulative toll.

3)  In America, consumption is king, queen, prince and princess.

Professional athletes are sometimes told when they start their career that they can live like a prince for the rest of their lives, or a king for a few short years.  Sadly, most choose the latter.  According to a 2009 Sports Illustrated story:

• By the time they have been retired for two years, 78% of former NFL players have gone bankrupt or are under financial stress because of joblessness or divorce.

• Within five years of retirement, an estimated 60% of former NBA players are broke.

Back in the day, bumper stickers were found proclaiming:  “I’m spending my children’s inheritance.”

That sticker has been updated, for the new millennium, to read:  “I’m spending my own retirement.”

The author remembers many days in his youth – without a PlayStation, Wii or Xbox – spending the time outside.  If thirst presented itself, the garden hose was always handy at the cost of a penny or two.  Today, bottled water is a multi-billion dollar industry.

A night out at a club for the young – but, not necessarily affluent – may include bottle service where the mark-up is high.  This is the life for a $30K millionaire – someone that makes $30,000 per year and lives like they make thirty times more - party like a rock star.
The next morning, when a cup of joe previously sufficed, a trip is required for a cup with a shot of some concoction, a dollop of whipped cream and some downtime with pseudo-intellectuals.
Before, or after that trip, there may be a call to a relative and a text to a friend or two.  The typical electronic doodad carried around today has the capability for all of that and the ability to surf the net.  If internet is not available on their person, it’s most likely there at home. And a new doodad must be purchased annually.  All at a cost that no one incurred two decades ago.

Listening to the radio, previously gratis, has evolved into a paid subscription activity.  If not paying for radio, an ipod is carried and ear buds must be worn continuously.  
Watching television, something that has been around for decades, has also become more expensive.  Back in the day, there were less than a dozen channels – all for free.  Today you can purchase hundreds.  Ultimate fighting or the NFL package may be an added cost.  

The box you view those on was previously kept until it broke.  Today, that box has been squashed and the size, clarity and features changed with much more speed as nasal hairs come into focus – compelling many to purchase with increased frequency.
The human body has become more art museum as tattoos are much more prevalent.  In days gone by, tats were seen on those with a motorcycle or that were in the military.  The incidence of piercings has increased greatly and professionally done mannies and peddies are common.  It’s not enough to get just a peddie, when you can also accentuate each toenail with a unicorn.
The cost of showing your art, at a sporting event, has increased in dramatic fashion.  In 1991, the first year Team Marketing Report surveyed the NFL, the average ticket price was $25.  In 2010, the average price was $76.47 – more than triple, without a corresponding increase in the fan’s income.  The price of a beverage and snack has also been inflated.
Viewing professional sports and their celebrity athletes has promoted a culture of reaching for that brass ring.  In doing so, costs may be incurred for personal coaching, club sports and (legal) supplements.  For some families the cost is expensive, relative to their budget.  The odds according to the NCAA are long.  Percent of high school athletes that make it to the pros:
Baseball – 0.44%




Football – 0.08%

Basketball (men’s) – 0.03%



Basketball (women’s) – 0.03%

Athletics is a healthy endeavor.  Sportsmanship and team dynamics can be learned and friendships made.  The cost of playing or viewing has grown much faster than incomes.  For those that do make it to the top level, as mentioned previously, it provides the lifestyle of a king for a few short years before financial failure occurs to most.
For those with or without an athletic persuasion, games may provide an outlet.  The cost of a console and games – with frequent upgrades – makes the experience more costly than the board game that lasted for years in days gone by.  The price here may be more than monetary, as an inordinate amount of time is monopolized by those that can’t seem to pull themselves away from the action.  Addiction centers for gamers – led by the World of Warcraft players – have surfaced to combat this.  
The cerebral crowd is not insulated.  The cost of education is increasing faster than paychecks.  Frequent updates to texts cause their outlays to rise faster than incomes – ditto for tuition.
The largest expenditure that most make – their house – has followed a similar journey.

	Average Square Feet per Person in the Household

	 
	 
	 
	 
	 
	 
	 
	 

	Year
	1950
	1960
	1970
	1980
	1990
	2000
	2007

	Square feet
	1,000
	1,200
	1,400
	1,570
	2,080
	2,200
	2,400

	Number in house
	3.38
	3.29
	3.11
	2.75
	2.63
	2.59
	2.55

	Sq ft per person
	296
	365
	450
	571
	791
	849
	941


And sometimes the above is not sufficient as many find the need to rent storage.  

The larger the house, the more the property taxes, utilities, insurance, maintenance – and don’t forget the Brazilian granite.  Housing is definitely more expensive, than in the past, even when adjusted for inflation.

The direction in new home construction is towards smaller homes and young adults are staying home longer – some lacking employment.  Previous generations placed a higher value on independence and were willing to drive much older cars and eat macaroni and cheese on a regular basis to achieve such.  Today’s generation likes their body art, electronic doodads, latte and entertainment more.
Jim Quinn, a financial blogger, penned the following commentary on autos (in 2009):

It appears to me that expensive luxury cars are an attempt at filling a psychological or emotional void in people’s lives. We spend half our lives in cubicles or offices and the other half in our shielded houses with gates and fences to keep people at a distance. The only time we are seen by others is on the highways and byways. An expensive sports car tells the world you are a success. Borrow today, live like a Beverly Hills hotshot, roll the loan or lease into the next loan or lease in 3 years, and don’t be troubled about the future. The average automobile loan today is for 63 months, with some going as high as 84 months, compared with an average of less than 48 months in the early 1990s. In 1997 banks financed an average 89% of a new vehicle's price. In 2007 banks financed 101% of a new vehicle’s price, since consumers borrowed to cover the amount they were upside down on their trade-in. 

And this author adds:  A family of three with a house that sleeps five and a vehicle that seats six gives all the appearance of pseudo-wealth.
The practice of one wage earner supporting a family no longer works.  Recessionary periods causing missed salary increases, the government’s low balling of inflation and a society that wants – not needs – more than ever have all contributed.  While the economy may have capsized long ago without such increased consumption, income – adjusted for inflation – has not kept up.
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A second wage earner, debt and a bubble or two have kept the consumption alive.
Bull/Bubble Market Number One

The technology heavy NASDAQ stock market, from January 1, 1991 to March 6, 2000:
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Nice work if you can get it – more than ten times your money in less than ten years.

Such activity often promotes dysfunctional behavior.  Borrowing to buy stocks (margin), high levels of participation (individuals that never had been involved in stocks joined the party – some not sure what they were doing), excessive churning (buying and selling in short periods of time – day trading), and expectations, with changes in lifestyle, that this was the new normal.

The unfortunate truth is that the party ended and many that came to the party arrived late – circa 1998 or 1999.  The late comers typically get a taste, but somehow get caught holding the bag.
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Why does the previous graph end in October 2007?  At the end of April 2011, the NASDAQ sits at approximately the same place that it did over three years ago – granted it has taken some wild twists and turns to match that level.

What will it take for the NASDAQ, currently over 2,800, to return to its peak of March 2000?
	Approximate Number of Years

	to Return to NASDAQ 5,000

	 
	 

	Annual Appreciation
	Years

	4%
	14.5

	6%
	10.0

	8%
	7.5

	10%
	6.0


At 8% annual compounding, the NASDAQ will make a round-trip to its March 2000 peak in November 2018.  If you told someone that in February 2000, with the party at full tilt, they would have branded you a lunatic.

The Standard & Poor’s (S&P) 500 is used by 97% of U.S. money managers and pension plan sponsors.  Widely regarded as the standard for measuring large-cap (big company) U.S. stock market performance, this popular index includes a representative sample – 500 to be exact - of leading companies.  
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While the NASDAQ has been referred to as a bubble – although analysts will disagree on the definition of such – the S&P, from 1982 to 2000, is typically referred to as a bull market.

What would have happened if the rise in the overall stock market (S&P) had not been as sharp?

The S&P 500 sat at 122.55 on December 31, 1981.  If it rose at a military proficient-like annual rate of 8% through June 30, 2011, it would be at 1,187.50 – 12% less than where it is on April 26, 2011.  In addition to the 8% price appreciation, there would have been a minimum of 2% to 3% dividends. 
It is the author’s hypothesis that the bull market in the US stock market pre-2000 has caused the current underfunded position of many retirement plans in this country.  Too much success in too short of period led to the decline of many individuals and institutions.  Stated another way, bubbles (or raging bulls) lead to dysfunctional behavior.
Enter Bull/Bubble Market Number Two
The housing market in this country and county, in particular, experienced a bull run of its own.  It commenced as the stock bull ended, thanks in part to low interest rates and an abandonment of prudent lending standards.  What does a housing bull run look like?
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Once again, if you were one that stood up in the middle of the party circa-2005 – as the “flippers” were in full bloom - and said that peak prices may not return for a long time, you were branded a lunatic.
What does deviation of home prices from the norm look like – specifically in this area?
	Ratio of Median Home Price to Median Income in Phoenix

	At January 1,

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	1989
	1990
	1991
	1992
	1993
	1994
	1995
	1996

	Median Home
	81,682
	80,497
	78,925
	79,832
	80,824
	85,298
	90,838
	95,663

	Median Income
	30,746
	31,208
	32,001
	32,793
	33,586
	34,986
	36,819
	38,327

	Ratio Home/Income
	2.7
	2.6
	2.5
	2.4
	2.4
	2.4
	2.5
	2.5

	 
	
	
	
	
	
	
	
	 

	 
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004

	Median Home
	99,884
	104,782
	111,760
	120,940
	128,111
	134,981
	141,620
	153,122

	Median Income
	39,603
	41,335
	43,278
	45,787
	46,381
	45,989
	46,235
	47,501

	Ratio Home/Income
	2.5
	2.5
	2.6
	2.6
	2.8
	2.9
	3.1
	3.2

	 
	
	
	
	
	
	
	
	 

	 
	2005
	2006
	2007
	2008
	2009
	2010
	2011
	 

	Median Home
	188,049
	268,257
	266,309
	217,764
	141,632
	135,163
	122,802
	 

	Median Income
	48,565
	50,951
	53,812
	55,770
	56,511
	56,511
	56,511
	 

	Ratio Home/Income
	3.9
	5.3
	4.9
	3.9
	2.5
	2.4
	2.2
	 


According to Case-Shiller, one of the more widely followed indices of home prices, a peak – in the Phoenix area – was achieved on June 1, 2006 at a median price of $275,041.  Using January 1 allows for one more year of data.  With respect to the median income shown, Case-Shiller explains:
When the 2010 census is completed, median household income will most likely be adjusted slightly downward for recent years in order to account for the recession.

This helps explain the flat income for the last three years.  Yet, from where many workers sit, flat may be a correct representation of their income.
For the twenty-three years shown, assuming median income at the end is in the ballpark, the ratio is at a two decade low.  Unfortunately, there was a substantial supply of homes added during the boom time without a corresponding increase in population – that fooled those making interim census projections.  The Arizona Republic, on April 2, 2011, expands on this point:
Overbuilding during the housing boom, record foreclosures during the subsequent crash and a significant drop in population growth have led to more than 100,000 vacant homes across the region, five times what was once considered normal.  With an average of three people per residence, the swath of vacant homes is equivalent to a city bigger than Chandler sitting empty.
In an article posted March 18, 2011, CNN stated that the vacancy rate – according to the Census Bureau - was about 16% in Arizona.  Closer to home, the 2010 Census revealed that for the decade Maricopa County population increased 24.2% while housing units increased 31.1%.
It is estimated by CoreLogic that approximately one-half of Arizona residents, with a mortgage, owed more than their home was worth at December 31, 2010.  (In a story carried by Bloomberg, on February 8, 2011, Zillow put the upside down mortgage holders at 69.9% in Phoenix.)

How long will it take for the median home to climb back to peak value (here’s something you won’t see in the Arizona Republic)?
	Approximate Number of Years to

	Return to Peak Phoenix Home Prices

	 
	 

	Annual Appreciation
	Years

	4%
	20.0

	5%
	16.0

	6%
	13.5

	7%
	11.5


There can be little debate that many individuals were stung financially by the rise and decline of the housing market in recent years.  Fast rising markets – or bubbles – have a tendency to do that.
While some individuals may not have participated directly in the strong run of prices, by buying or selling a home in the past decade, they may have participated indirectly by extracting some of the illusory wealth from their house (equity loan).  As a result, economic activity in all forms – from automobile purchases, to all types of leisure activities – experienced a boom.  With the added level of business came an added layer of hiring at those establishments (and taxes paid).  
Automobile sales exceeded 16 million per year during the peak real estate years and estimates are optimistic for 12.5 million this year.  Folks, that’s greater than a twenty percent drop and the town of Detroit has been gutted as proof – Glendale Avenue and Bell & Scottsdale Roads have also been hurt (not to mention the sales tax they previously collected).
What does the loss of jobs in all forms look like?
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The shape of the above graph is somewhat symmetrical, although time delayed, to the previous graph of house prices.  They are positively correlated with the exception that jobs may be showing some improvement while home prices are not due to a supply overhang.  (With tongue in cheek, the author thinks that if the above graph was Maricopa County that last bump up in employment could be roofing employees.)
Population grew by 27 million during the first decade of this millennium and there are fewer jobs than ten years ago.  With population rising and the number employed lower than four years ago, the following appeared in the April 14, 2011, USA Today, front page headline article.
	Share of Population Working (Excludes Military and Self-Employed)

	 
	 
	 
	 
	 
	 
	 

	Rank
	State
	% Employed
	 
	Rank
	State
	% Employed

	1
	North Dakota
	55.8%
	 
	47
	Florida
	38.2%

	2
	Nebraska
	51.4%
	 
	48
	California
	37.3%

	3
	Wyoming
	50.1%
	 
	49
	Arizona
	37.2%

	4
	Minnesota
	49.7%
	 
	50
	Mississippi
	36.7%


The article contained the following:

Only 45.4% of Americans had jobs in 2010, the lowest rate since 1983 and down from a peak of 49.3% in 2000.  Last year, just 66.8% of men had jobs, the lowest on record.

It would be difficult to argue that the sharp rise in home prices did not cause collateral damage as the excesses are worked off.  Unfortunately, the punishment was not distributed equally.
Hypothetically speaking, an individual with a $10 million net worth lived in a $1 million home at the peak – nice digs.  Housing values decline by 50% and this person’s net worth takes a 5% hit.
Someone with a substantially lower net worth may have had the overwhelming majority of their net worth tied to housing.  A decline in prices may have wiped their net worth out.  And, now they must look to the government for assistance for even the most basic of items – food.
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A quote from Bill Simon, CEO of Wal-Mart’s US operations, sums it up (September 2010):

And you need not go further than one of our stores on midnight at the end of the month. And it's real interesting to watch, about 11 p.m., customers start to come in and shop, fill their grocery basket with basic items, baby formula, milk, bread, eggs, and continue to shop and mill about the store until midnight, when ... government electronic benefits cards get activated and then the checkout starts and occurs. And our sales for those first few hours on the first of the month are substantially and significantly higher.

And if you really think about it, the only reason somebody gets out in the middle of the night and buys baby formula is that they need it, and they've been waiting for it. Otherwise, we are open 24 hours -- come at 5 a.m., come at 7 a.m., come at 10 a.m. But if you are there at midnight, you are there for a reason.

A study conducted by the Economic Policy Institute found that nearly 25 percent of American households have net worth equal to or less than zero.  In 2007, that percent was 18.6 percent.  Housing was a major contributor to that.  
In 2008, Bank of America acquired Countrywide Financial – the boom’s largest issuer of subprime mortgages.  The quote that follows was credited to B of A’s CEO on April 12, 2011:

“It’s sobering to think, but people shouldn’t be thinking of their home as an asset.  They should be thinking of it as a great place to live.”   (Editorial comment:  nice change of tune.)
According to a February 19, 2011 article in the Los Angeles Times:
Two-thirds of Americans still see a home purchase as a safe investment, but that's down from 83% in 2003, according to a study by Fannie Mae. Homeownership has fallen to 66.5% of the adult population, down from down 69.2% in 2004.

The party was just beginning in 2004.  The concept of an “ownership society” - something advocated by both major political parties - has backfired.  

The hallmark of any bubble is excess participation - excess debt, acquired at historically low interest rates with little regard for lending standards, added fuel to the fire.

The ability of individuals to consume like no other generation was aided by both of the bubbles -first in stocks and then in houses.  Any shortcomings were made up with debt.
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The above chart shows that debt relative to the size of the US economy is unprecedented.  

With all of that debt, there couldn’t have been too much saving going on.  Why save when the value of your stocks and then your house is growing at such an accelerated rate.

According to the Employee Benefit Research Institute, in a release dated April 4, 2011:
In 1991, 50 percent of workers planned to retire before age 65.  In 2011, that percent is 23.
With the housing market, peak to trough, worse in Arizona than most states and the job market weak, that statistic may be even lower in this State.

Current college students desire a job after graduating.  What if the old people won’t leave?


