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Snapshot: Home Prices
Recent home price data seems to indicate that the rally of the 1st half of 2010 was mainly a
function of D.C.’s tax incentives.
According to the latest Case-Shiller numbers1:
Composite 10 City Index (nsa)
-1.97% 3 month change ending October, 2010
Composite 20 City Index (nsa)
-2.39% 3 month change ending October, 2010
Nonetheless, the rise in home prices has still outstripped the rise in consumer prices. From
January, 2000 to October, 2010, the Composite 10 City Index jumped over 59%. Consumer prices
(Consumer Price Index, nsa) rose just over 29%in that time span.
This comparison is not intended to establish a level at which home prices will reach equilibrium,
but to illustrate how far home prices soared relative to one measure of the general price level. It
has been our contention that a house is a depreciating asset, requiring maintenance, upgrades and
modifications simply to sustain current market value. A house is replaceable and as such, home
prices should not materially (in the long run) exceed the movement in the general price level of
the economy.
Since further correction in home prices is still needed, our main concerns for bank valuations are
second lien loans (including home equity loans) and goodwill. These issues are the subjects of a
separate report.

Chart 1: Home Prices
Home prices have
retreated to the levels of
April, 2010. The qualifying
deadline (contract signing)
for the home-buyer tax
credit was April 30, 2010.2

226.29
Peak level of the Case-Shiller
Composite 10 City Index
(nsa), achieved in June, 2006.

Chart 2: Home Prices & the
General Price Level
The rise in home prices
materially outstripped the
increase of the general
price level for most of the
2000s.

Chart 3: Existing Home Sales &
Prices
According to the adjoining
simple regression, home prices
would need to fall another
5.73% to reach a six month
inventory. This level is
generally considered to reflect
a healthy housing market.
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Disclaimer
The information, tools and material presented herein are provided for informational purposes
only and are not to be used or considered as an offer or a solicitation to sell or an offer or
solicitation to buy or subscribe for securities, investment products or other financial instruments,
nor to constitute any advice or recommendation with respect to such securities, investment
products or other financial instruments. This research report is prepared for general circulation.
It does not have regard to the specific investment objectives, financial situation and the
particular needs of any specific person who may receive this report. You should independently
evaluate particular investments and consult an independent financial adviser before making any
investments or entering into any transaction in relation to any securities mentioned in this
report. The items contained herein are published as submitted and are provided for general
information purposes only. This information is not advice. Readers should not rely solely on this
information, but should make their own inquiries before making any decisions. The Company
works to maintain up-to-date information from reliable sources; however, no responsibility is
accepted for any errors or omissions or results of any actions based upon this information. The
views expressed are subject to change at any time based on market and other conditions. This
research may not be independent from the proprietary interests of the Company which may
conflict with your interests. References to specific securities and issuers are for illustrative
purposes only and are not intended to be, and should not be interpreted as, recommendations to
purchase or sell such securities.

3

