
Homebuyer’s Dilemma
The rapid rise of interest rates will have notable effects on our economy and markets for years to
come, especially if these higher rates persist. Itâ€™s fascinating to see what itâ€™s done to the
housing market. 

The below chart is the distribution of mortgage balances at various rates. It’s estimated that 
98% of borrowers have a below-market mortgage rate. This disincentivizes refinancing activity
or in many cases moving, as borrowers are reluctant to leave a below market rate, giving
homeowners â€œgolden handcuffs.â€•

Distribution of Mortgage Balances at Various Rates

Chart: eMBS, Freddie Mac, and GS GIR and Asset Management. As of July 13, 2023

Even if prospective homebuyers wanted to buy, there isnâ€™t much inventory out there, likely
influenced by the conditions above. Below is a chart showing (existing) single family home inventory
levels which are hovering around multi-decade lows.

Tight Home Sales Inventory

Number of US single-family homes available for sale (1,000s, NSA)
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Graph: National Association of Realtors, dotted line June 2023

Itâ€™s not just the supply side of the equation that is hampering home salesâ€¦it costs a lot buy a
house, especially compared to renting. The ratio of house prices to rents (below chart) has surpassed
the early-2000s peak. i.e. much more financially appealing to rent than buy.

Homeownership Rate and House Price-to-Rent Ratio
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Graph: @lenkiefer

Housing/shelter is a large share of CPI (inflation) and for most people, is their largest asset purchase
within their life. When aggregated, there is a large amount of wealth in homes that is at times used to
support consumer spending (67% of GDP). Itâ€™s hard to forecast a â€œbreaking pointâ€• here for
the housing market â€“ demographics still support a long runway for new housing in this country.
Certain markets might see (and are seeing) a correction in price, but itâ€™s been mild at best. Should
an investor be worried? Not nearly to the great financial crisis level. But something to keep aware of.

St. Louis Trust & Family Office is an independent, multi-family office and trust company that advises 
clients on more than $10 billion of investment assets and more than $12 billion of total wealth. 
Founded in 2002, St. Louis Trust & Family Office provides holistic, high-touch client service 
including customized, independent investment management and a full range of family office and 
fiduciary services. The firm serves a limited number of clients with substantial wealth in order to 
maintain very low client-to-employee ratios. Visit stlouistrust.com to explore how the firm manages 
complexity with unmatched expertise and focuses on Family, Always.
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