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Mixed Signals in the New For-Sale Housing Market

October 29, 2015 | By Charles A. Hewlett, Managing Director

New home sales in the U.S. were down in September, but the longer-term trend has been positive so far over the
past year. Seasonally adjusted new home sales were down in September compared with August in every region
of the country.

U.S. New Home Sales, September 2014 to September 2015
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And yet, year-over-year new home sales were up 2.0% in September for the U.S. overall, and up a fairly healthy
8.3% in the South and 8.6% in the West. New home sales were down 8.3% in the Midwest and nearly 57% in the
Northeast, but on a much smaller base of activity.

U.S. New Home Sales by Region, September 2014 to September 2015
(,000s seasonally adjusted)
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And the months of supply (the ratio of houses for sale to homes sold) increased slightly to 5.8 vs. 5.5 one year
ago, which is still below the six-month supply tipping point above which home price appreciation typically begins
to taper.

New Homes - Months of Supply, September 2014 to September 2015
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But just as the picture is different depending upon where you look around the country, there is also a “class” war
waging across the nation. The number of new homes sold in the U.S. priced $400,000 and above has increased
25% over the past year; however, the pace of new homes sold priced under $400,000 dropped by almost 11%
during the same period. This is likely due to the higher hurdles facing lower income households in obtaining
mortgage financing, and the fact that builders are focusing on higher value, higher margin new home segments. In
addition, land prices and development and construction costs put downward pressure on homebuilder profitability,
making the economics of lower priced product much more difficult, particularly in highly sought submarkets.

New Homes Sold by Sales Price, September 2014 to September 2015
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In part due to the changing mix, the median value of new single-family detached homes in the U.S. is up an
impressive 13.5% in September 2015 compared with just one year ago. This compares with CPI increases of just
0.5% during the same period, indicating that new home prices are handily outpacing inflation. The compounded
average annual median new home price has been 4.6% since September of 2009.

Interest rates have a significant impact on the affordability of new homes. To illustrate, monthly payments and total

term-of-life mortgage costs for a $300,000 new home with a loan amount of $250,000 for 30-year mortgages at
different interest rates (including 1.5% property tax and 0.5% PMI) are shown in the table below. Each 100 basis
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point increase in interest rates on a 30-year mortgage results in an approximately 10% jump in monthly payments.
Increasing interest rates puts downward pressure on new home sales as it removes potential buyers, particularly
those at the lower end of the income spectrum, from the market.

Term Cost 4% Interest 5% Interest 6% Interest 7% Interest
30-Year Mortgage = Monthly Cost $1,506 $1,655 $1,811 $1,976
Total Cost $542,174 $595,639 $652,095 $711,272

Source: mortgagecalculator.com

The good news/bad news for the new home market is that U.S. inflation fell for a second straight month in
September according to the Bureau of Labor Statistics (BLS). The good news is that this may well stave off a rate
hike by the Fed—the Federal Open Market Committee (FOMC) has a 2% annual inflation rate target and this will
help keep new homes more affordable to a larger segment of the market, although the Fed hinted this week that it
might raise rates after all in December. The bad news is that deflation could be a signal of a weakening economy,
and we all know how important job growth and consumer confidence are to the health of the new home market.

Article and research prepared by Charles A. Hewlett, Managing Director.

RCLCO provides real estate economics and market analysis, strategic planning, management consulting, litigation support, fiscal and
economic impact analysis, investment analysis, portfolio structuring, and monitoring services to real estate investors, developers,
home builders, financial institutions, and public agencies. Our real estate consultants help clients make the best decisions about real
estate investment, repositioning, planning, and development.

RCLCO’s advisory groups provide market-driven, analytically based, and financially sound solutions. RCLCOQO’s Strategic Planning

and Litigation Support Advisory Group produced this newsletter. Interested in learning more about RCLCO’s services? Please visit
us at www.rclco.com/strategic-planning.
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