August 31st, 2022
Pending Sales

As it turned out, our reprieve with interest rates under 5.25% was short lived. As of the end of August,
30-Year Fixed Rates were at 5.66%. Despite this, the pending sales trend only moved somewhat
sideways compared to 2021 and was up 9% over the same week in 2019. (See Chart 1.)

For the year to date through the fourth week of August, pending sales are down only 5% from 2021 and
still up 5% over 2019. There is a lagging effect of rising interest rates on demand, so | would expect
pendings to look worse over the next few weeks with rates above the sensitivity threshold of 5.25%.
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What About Price?

Prices are still showing moderation from the blistering increases of last year, but constraints on supply
continue to keep them elevated far above the historical norm of 4 to 5 percent. With August in the
books at a 16% year to year increase, | suspect our original price appreciation year to year forecast of 10
to 12 percent will be a little low. With four months to go, | would predict a year-end appreciation of
between 12 and 14 percent. While still too high to appease the Fed, it is a welcome retreat from 2021’s
21% increase over 2020. (See Chart 2.)
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Supply and Demand

For the trailing 12 months ending August 31°, inventory is up 57% from the same period last year (when
it was at a historic low) but is still 40% less than October of 2019. Closings are down 8% from August
2021 but still 5% higher than October 2019. (See Chart 3.)

The months of supply remained constant from last week at 1.8. As we have stated before, we believe
that supply is at or near the peak and inventory/MOS will trend down from here through the late fall
and early winter under normal seasonal housing conditions. The same trend was evident in 2021 with
inventory peaking in October and falling through February 2022.

To reach equilibrium of six months of supply, Atlanta would need an additional 72,000 units of housing
inventory over the next 12 months.

Chart 3
Inventory, Closings and Months of Supply Trending
August Week 4 2022
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Census Bureau Monthly New Residential Sales, July 2022

Last week we presented the NAR existing home sales data for July. The months of supply for existing
homes (SAAR) was 3.3. The Census Bureau’s July months of supply for new construction (SAAR) was
10.9. In any market over the last 30 years, a 10.9 MOS would represent a desperate fire sale situation
causing prices to collapse and a rash of negative implications. We do not see that happening at all with
new homes. What is going on?

New construction is extremely important to our national economy, but it only accounts for 10 percent of
all home sales in the US. Existing home sales are 90 percent of all sales. We would argue that new and
existing homes should not be looked at as separate products for the purposes of calculating months of

supply.

When you look at new and existing homes combined, you get a very different story than looking at New
separately.
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Total Closings, Inventory and Months of Supply

The Census Bureau numbers ending in July 2022 are expertly represented in the chart below from
www.calculatedriskblog.com.
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The most important information from the chart is that New completed inventory (red) is still at historical
lows. The green section is for New homes not yet started. In 30 years, we have never counted homes
not yet started as actual inventory. This is especially true in times like these when builders may
purposely be sitting on permits to wait out difficult market conditions. In order to accurately determine
current inventory, we must only count New homes where construction has started or been completed.
Adding the total New and Resale data together under the assumptions above, you get the following:

Total Closings

5,321,000
Total Inventory Minus New Homes Not Yet Started 1,667,000
Total MOS 3.8

We are not trying to minimize the effects of the Fed’s tightening. It is definitely having a negative effect
on housing demand. We do want to emphasize, however, that some of the extremely negative
headlines are overblown and that we are nowhere near a 2008-style housing collapse. We still have
more demand than we can supply, and prices are not going to crash.
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In the near term, we do not see the lack of supply getting much better at all. Permits nationally and in
most large markets, including Atlanta, have been negative year to year since September of 2021.
Builders and bankers were already being cautious before interest rates started rising and they are even
more cautious now. (See Chart 4.)

Chart 4
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Monthly Absorption and Sales by Price — Online Now!

On the MarketNsight Platform, we have added the ability to pull closings by month and closings by price
point to the Ranking Report. Please check it out and let us know what you think!

Stay tuned for next week’s update and thank you for being a MarketNsight Customer!

John Hunt | Principal
0: 770-415-9891
c: 678-770-4902
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